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NovEMBER I Q94 New customer-focused management structure headed by 


six-member Group Office takes effect, providing greater authority and accountability to business, 


geographic and functional units. 


JANUARY I 995 John Cleghorn, President and Chief Executive Officer, is elected 
Chairman and Chief Executive Officer, succeeding Allan R. Taylor. 


Marcu Royal Bank reports record net income of $319 million for its first quarter. 


APRIL Nearly 6 million savings accounts are moved to an enhanced processing system 
over one weekend, completing a major two-year revamping and simplification of personal 


accounts. 


Royal Bank is chosen Canada’s Most Respected Corporation in The Globe and Mail Report 


on Business Magazine survey of 360 chief executive officers of Canadian corporations. 


May Royal Bank enters into an alliance to bring the “smart” card based Mondex electronic 


cash system to Canada. 


“State of the art” national call centre is opened in Moncton, N.B., and begins rolling out around- 


the-clock telephone banking in Canada. 

Royal Trust is rated fourth best global custodian in Global Investor magazine survey, up from 
eighth the previous year. 

Ju NE = Mutual funds managed by Royal Bank and Royal Trust are brought together under 
Royal Mutual Funds Inc. 


The bank’s first fully integrated financial services centre, bringing under one roof the services of 


Royal Bank, Royal Trust, and RBC Dominion Securities, is opened in Halifax, N.S. 
A new Cheque Image Capture and Recognition System, the first in Canada, significantly acceler- 


ates the processing of millions of cheques each day. 


AUGUST Moody’s assigns Bank Financial Strength Rating of B+, its second highest, to 
Royal Bank, the highest-rated Canadian institution. Of 288 banks rated in the United States, only 


three received an A. 


SEPTEM BER = Quarterly common share dividend increased to 31 cents a share from 

29 cents, effective the fourth quarter. 

OcTOBER Royal Bank common shares start trading on the New York Stock Exchange. 
RBC Dominion Securities’ expanded structured equity derivatives service starts trading. 


Royal Bank ends 1995 fiscal year with record net income of $1,262 million. 


Earnings Data (For the year ended October 31) 
Gross revenue ($ millions) * 

Provision for credit losses ($ millions) 
Non-interest expenses ($ millions) 

Net income ($ millions) 

Return on assets 

Return on common shareholders’ equity 


Balance Sheet Data (As at October 31) ($ millions) 
Total assets 

Loans 

Deposits 

Subordinated debentures 

Shareholders’ equity 


Capital Ratios (As at October 31) 
Tier | capital ratio 
Tier 2 capital ratio 
Total capital ratio 


Common Share Information (For the year ended October 31) 
Shares outstanding (thousands) 
Earnings (loss) per share 
Dividends per share 
Share price — High 
Low 
Close — October 31 
Book value — October 31 


Number of: (As at October 31) 
Employees — Full-time 

Part-time 

Full-time equivalent 
Service delivery units 

Domestic 


International** 


Automated banking machines 


* Taxable equivalent net interest income and other income. 


1994 1993 1992 1991 
$7,369 $6,524 $6,066 $5,760 
820 1,750 e050 605 
4,639 4,389 3,888 3,588 
1,169 300 107 983 
70% 21% 08 % 76% 
16.8% 2.4% (0.3)% 15.5% 
$173,079 $164,941 $138,293 $132,352 
115,386 116,469 100,137 98,344 
135,815 130,399 112.222 105,022 
3,477 3,442 B77 3,076 
8,589 7,930 7,506 7,762 
6.4% 5.9% 5.9% 6.1% 
3.2% 3.4% 3.3% 3.3% 
9.6% 9.3% 9.2% 9.4% 
314,155 314,155 314,155 306,460 
$ 3.19 $ 0.46 $ (0.05) $ 2.92 
1.16 1.16 1.16 1.16 
31.88 28.88 29.00 27.50 
213 22.00 21.50 20.50 
28.38 syle 24.13 27.00 
20.13 18.09 18.82 19.91 
41,215 44 837 42,156 43,273 
14,772 15,227 14,593 14,323 
49,208 52,745 49,628 50,547 
1,596 wisi 1,661 1,645 
97 95 83 102 
1,693 1,826 1,744 1,747 
3,948 3,981 3,828 3,651 


** International service delivery units include branches, representative offices, agencies and subsidiaries. 
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Our VIsIoN 
IS TO ee CA capes BEST PROVIDER 
: | OF FINANCIAL SERVICES, AT HOME AND ABROAD, 
v A GROUP WITH SATISFIED CUSTOMERS, VALUED PRODUCTS AND 
SERVICES, CREATED AND DELIVERED BY COMMITTED PEOPLE 


~ WORKING TOGETHER AS A TEAM, TO ACHIEVE 


SUSTAINABLE QUALITY EARNINGS. 


- Our Focus 


IS ON IMPROVING PERFORMANCE 


IN EACH OF OUR BUSINESSES TO ACHIEVE 
CONSISTENT AND SUPERIOR RETURNS 


FOR OUR SHAREHOLDERS. 


Qur STRATEGIC 
PRIORITIES 


ARE TO GROW AND DIVERSIFY OUR REVENUE STREAMS, 


BE THE LOWEST COST PROVIDER IN EACH OF 
OUR CORE BUSINESSES, AND FURTHER IMPROVE 


RISK MANAGEMENT. 


4 ROYAL BANK of CANADA 


To Our 


SHAREHOLDERS 


his report documents a 


year of significant accom- 


plishment for Royal Bank 


of Canada, with net 


income reaching a new high of 


$1,262 million, an increase of 8% over 
1994, itself a record year. Our 1995 


results were achieved despite intense 


price competition, weaker securities 


markets, and a lack of consumer confi- 


dence reflecting current economic 


uncertainties. 


Qur FINANCIAL 
GOALS have been set with 


THE OBJECTIVE of ENHANCING 


SHAREHOLDER VALUE THROUGH 


CONSISTENT EARNINGS GROWTH. 


After leading all 
G-7 countries in 
real growth in 
1994, Canada’s 
economy stumbled 
unexpectedly to a 
halt near midyear 
under the effects 


of a slowing U.S. 


economy, higher Canadian interest 


rates and fiscal restraint. Growth has 


since resumed and, with the U.S. 


economy now poised for moderate and 


steady growth, it is expected to gather 


momentum into 1996 and 1997. 


This outlook, our own strong results 
and our objective to enhance share- 
holder value have led us to increase to 
more aggressive levels a number of our 
medium-term (3-5 year) financial goals. 
These goals have been set with the 
objective of enhancing shareholder 
value through consistent earnings 


growth. 


We have raised our goal for the return 
on average common shareholders’ 
equity (ROE) to a range of 16-18% from 
the previous target of 16%. In 1994 
and 1995, ROE exceeded 16%, the best 
performance of all major Canadian 
chartered banks. The higher goal 
reflects the bank’s desire to be in the 
first quartile of the 40 largest North 
American banks. We have also 
increased our dividend payout goal 

to a range of 30-40% from 30-33%. 

In 1995, our payout ratio was 34%. 

We raised our quarterly dividend on 
common shares in this year’s fourth 
quarter to 31 cents per share from 

29 cents. Financial goals are discussed 


in greater detail beginning on page 24. 


RON ALL) OB AN RP of (6 ASNCA DUA 5 


Our RETAIL FRANCHISE 


Royal Bank’s strength derives largely 
from our leading share of the domestic 
retail financial services market. 
Approximately 75% of our earnings 
today come from providing banking 
and related services to individuals and 
small and medium-sized business 


customers. 


We derive a much higher proportion 
of our deposits from individuals than 
do other Canadian banks, a significant 
advantage as these deposits are more 
stable than wholesale funds. Similarly, 
residential mortgages and other con- 
sumer loans, which are attractive 
because of their relatively stable and 
low loss ratios, represent a much higher 
percentage of our overall lending than 
for the other Canadian banks. We 
have the largest market share of resi- 
dential mortgages, consumer deposits 
and consumer loans, and the greatest 
number of small and medium-sized 
clients of any financial institution 


in Canada. 
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Most of our efforts in the past decade 
have centred on broadening our finan- 
cial services franchise with individual 
and corporate clients. Our acquisitions 
of Dominion Securities, Voyageur 
Insurance Company and, more recently, 
Royal Trust gave us the foundation we 
wanted as the largest broad-based 
provider of financial services in Canada, 
with a strong presence in selected 


markets abroad. 


OUR STRATEGIC PRIORITIES 

With this foundation in place, our focus 
is now on getting better performance 
from our various businesses and 
obtaining superior returns for our 
shareholders. Our strategic priorities 
are to grow and diversify our revenue 
streams, be the lowest cost provider in 
our core businesses and further improve 


risk management. 


RisK MANAGEMENT 

Better portfolio quality is reflected in a 
33% reduction in problem loans this 
year and a 29% decline in the provision 
for credit losses. We have in place a 
comprehensive and integrated approach 
to the management of all types of risk, 
discussed at length starting on page 37. 
We feel we now have the right structure 
to weather the next downturn in the 
economic cycle. Accordingly, we have 
lowered our goal for provisions for 
credit losses as a percentage of average 


loans and bankers’ acceptances to 


.35-.45% from .50%. 


LowEsT COST PROVIDER 
Operating expenses are discussed 
beginning on page 32. In 1995, non- 
interest expenses stayed at the previous 
year’s level. This included a reduction 
in domestic occupancy costs, reflecting 
a more streamlined branch network. 
As customer acceptance of alternative 
delivery channels such as telephone 
banking grows, we will continue to 
reduce the number of branches and 
reconfigure the network to be more 


responsive to our customers. 


Our 3-5 year goal for productivity, 
measured by the ratio of non-interest 
expenses to total revenues, is 58%. Our 
performance in 1995 was 63.5% and the 


gap must be closed. 


We expect each of our businesses to 
benchmark their performance against 
their most efficient peers in North 
America and to quickly take the neces- 


sary steps to close any gaps. 


Major initiatives under way to reduce 
our cost base include strategic sourcing, 
core process reviews and functional 
reviews. Strategic sourcing entails 
examining and addressing our 

$1.1 billion base of goods and services 
purchased. Core process reviews exa- 
mine all the processes that deliver 
products and services to some of our 
larger business units. Functional 
reviews are intended to reduce redun- 
dancies and inefficiencies in functional 
groups. We expect all of these initiatives 
to result in savings of more than 


$200 million over the next three years. 


Through enhanced productivity, we 
intend to free up our resources for 
reinvestment in those businesses and 
networks that will generate future 


growth and profitability for the bank. 


REVENUE GROWTH AND 
DIVERSIFICATION 

Revenue growth and diversification 
will be achieved by strengthening the 
traditional consumer businesses, by 
expanding fee-based businesses, and by 
selective international growth, particu- 
larly in the United States. Special 
attention will be given to client reten- 
tion in today’s highly competitive 


environment. 


We will grow our consumer revenues 
by generating additional business from 
our existing customer base, developing 
and marketing products in innovative 
ways, and making a strong sales and 


service effort. 


We have identified 250 high-potential 
branches for special revenue generation 
programs. Of these, approximately one- 
third will be financial services centres 
combining the capabilities of the bank, 
Royal Trust and RBC Dominion 


Securities. Currently, 16 such pilot sites 
are bringing together these members of 
Royal Bank Financial Group to provide 


greater value to affluent customers. 


Technology-based service delivery will 
play a key role in helping meet cus- 
tomer expectations. The opening of our 
“state of the art” national telephone 
banking centre in Moncton, N.B., in 
May, our alliance to bring the Mondex 
electronic cash system to Canada in 
1997, following a trial next year in 
Guelph, Ont., and our introduction this 
year to Canada of electronic cheque 
image capture and recognition are key 


developments in this regard. 


In November, after the close of our 
fiscal year, we entered into a strategic 
alliance with four major U.S. banks and 
a leading U.S. provider of financial soft- 
ware to provide financial services to 
individuals and small businesses by per- 
sonal computer. National roll-out of the 
service, which will link directly to the 
bank’s host computer in a secure and 
private environment, is expected in late 
1996. The service will allow customers 
to pay bills, update accounts and 


manage their finances by computer 


REVENUE growth and 
diversification WILL BE ACHIEVED 


by STRENGTHENING THE TRADITIONAL 


CONSUMER BUSINESSES, by EXPANDING 


FEE-BASED BUSINESSES, AND by SELECGIVE 


INTERNATIONAL GROWTH. 


WE AIM 120 


BECOME one of 
THE LOM, ZO rreapeEe 
FINANCE BANKS 7” THE 
WORLD by THE END 


OF THE DECADE: 


around the clock from their home or 
place of business. It will give users up- 
to-the-minute account information and 
dozens of features that can be custom- 
tailored to track household expenses 
and manage loan and investment 


portfolios. 


Fee-based consumer businesses with 
the greatest opportunities for expansion 
include insurance, wealth management, 
mutual funds and retail brokerage. 

In addition, business banking and 
financial institutions and trade hold 
prospects for further growth and 
increased profitability. Trade finance, 
highly important for the Canadian 
economy, offers excellent potential 

and we aim to become one of the top 

20 trade finance banks in the world by 
the end of the decade. Our trading 
business generates solid returns and 


is also expected to grow. 


We will grow steadily but more slowly 
in international markets until we find a 
suitable acquisition in the United States, 
our No. 2 target market after Canada. 
Our common shares began trading 

on the New York Stock Exchange in 
October and we would like our U.S. 
share ownership to grow to 10-15% of 
the total over the next 3-5 years from 
the current 4%. In that time, we aim to 
increase U.S. earnings by expanding 
our existing base and making acquisi- 


tions that enhance shareholder value. 
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Through ENHANCED 


INVESTMENT PRIORITIES 


Our growth and diversification plans PRODUCTIVITY, WE INTEND to free up 


require careful investment. Our spend- 


OUr RESOURCES FOR REINVESTMENT IN 


ing and investment priorities will focus 


primarily on: THOSE BUSINESSES AND NETWORKS 


THAT will generate FUTURE GROWTH 


retaining profitable customers and 
growing our share of business with AND PROFITABILITY FOR THE BANK. 
them, 


» continuing to broaden the breadth 


and depth of our Canadian fran- perform well financially and that are 

chise, generally good places at which to work, 
» developing our alternative delivery the bank was rated higher than average 

networks, in 1995 in most survey categories. 


» expanding our capabilities in the 


United States, An initiative called Workplace 2000 
= accelerating cost reduction —particu- _is helping employees understand and 
larly in low-value-added processes, share in defining a new work partner- 
=» supporting research and develop- ship. As part of this emerging 
ment and the implementation of partnership, built on past values and 
technological and other innovations, strongly focused on learning and open 
and communication, individual contribu- 
» developing our people to ensure that tions and rewards are being aligned 
we have the right balance of intellec- more directly with strategic goals 
tual and competitive capability. and business priorities. 
A NEW WORK PARTNERSHIP Higher levels of employee satisfaction 
We owe our strength and success and rewards tied to corporate goals 
ultimately to our 49,000 employees, should lead to enhanced customer satis- 
most of whom as shareholders and cus- faction, improved cost management 
tomers have a triple stake in the bank. and higher profitability. 
Like employees everywhere these days, Our focus is on securing consistent, 
they are feeling the demands and superior returns for our shareholders 
uncertainties of changing times. We and all our initiatives are undertaken 
monitor employees’ attitudes to their with that goal in mind. 


work and to the bank in several ways 

including a thorough periodic opinion 

survey. In 1995, there was a significant 

improvement in the attitudes of : 
employees. When compared with 

the results for a number of North Joun E. CLtecuorn 


American benchmark companies that Chairman & Chief Executive Officer 
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GENERAL 
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How WE’vE Grown: 
GENERAL DEVELOPMENT of THE BUSINESS 


N RECENT YEARS, THROUGH 


LEGISLATIVE CHANGES AND 


ACQUISITIONS, RoyaL BANK HAS 


TRANSFORMED ITSELF FROM CANADA’S 


LARGEST LENDING AND DEPOSIT-TAKING 


INSTITUTION INTO A PROVIDER OF A BROAD 


RANGE OF FINANCIAL PRODUCTS AND SERVICES. 


Following financial sector 
reform in 1987, which gave 
banks the right to own 
investment dealer sub- 
sidiaries, the bank acquired 
Canada’s largest investment 
dealer, Dominion Securities, 
in 1988. Renamed RBC 
Dominion Securities, this 
subsidiary strengthened its 
presence in Western Canada 
and Quebec through the 
acquisitions of Pemberton 
Securities in 1989 and 
McNeil Mantha Inc. in 1991, 
respectively. 


With further regulatory 
changes in 1992 permitting 
banks to own insurance and 
trust companies, Royal Bank 
entered the travel insurance 
field through the acquisition 
in 1993 of Voyageur Travel 
Insurance Limited, Canada’s 
largest supplier of travel 
insurance to the retail insur- 
ance market. Also in 1993, 
the bank bought the principal 
Canadian operating sub- 
sidiaries and certain interna- 
tional units of Gentra Inc., 
formerly Royal Trustco 
Limited. 


The Royal Trust acquisition 
has greatly enhanced the 
bank’s fee-based operations, 
particularly mutual funds 
and investment management 
and custodial services. 


Mutual fund assets have risen 
from $1.1 billion at the end 
of 1990 to $11.8 billion at 
October 31, 1995. Over the 
same period, personal and 
institutional assets under 
management, excluding 
mutual funds, have grown 
from $3 billion to $29 billion. 
Institutional and personal 
assets under administration 
in the securities custody busi- 
ness now total $395 billion, 
up significantly in the last 
five years. 


These trends have allowed 
total fee-based income to rise 
to 35% of the bank’s rev- 
enues, from 31% in 1990, 
despite a freeze in service 
charges through most of this 
period. 


Royal Trust has also con- 
tributed to higher interna- 
tional fee income through its 
global private banking and 
custody operations. This, 
combined with the bank’s 
higher foreign exchange and 
trading revenues, has allowed 
international other income to 
rise from $300 million in 1990 
to approximately $600 million 
in 1995. 


Intensifying competition has 
increased the importance of 
being a low-cost producer. 


Since 1992, the bank has 
streamlined its branch 
network and made greater 
use of alternative service 
delivery channels such as 
automated banking 
machines, debit cards and, 
more recently, telephone 
banking. The Mondex 
“smart” card will be pilot 
tested in 1996 and, if success- 
ful, launched nationally 


in 1997, 


Following the effects of the 
last recession, the bank has 
focused on strengthening its 
risk management. Industry 
and borrower concentrations 
have been reduced, forward- 
looking client strategies 
developed, and exposures to 
weaker borrowers lowered. 
A strict focus on profitable, 
high-quality loans has con- 
tributed to relatively slow 
growth in business lending 
over the last 2-3 years. 


In the consumer market, the 
bank has grown its residen- 
tial mortgage portfolio from 
$26 billion in 1990 to $45 bil- 
lion in 1995, and increased 
consumer deposits from 

$61 billion to $90 billion over 
the same period. The bank 
has the largest market share 
of residential mortgages, con- 
sumer loans and consumer 
deposits among all financial 
institutions in Canada. 


FE 2 T°: E-BUSINESS 


CoMPETITION 

Financial reform and free 
trade have led to more 
intense competition within 
Canada’s financial services 
industry, resulting in greater 
pressure on margins and a 
growing emphasis on cost 
control. This competition is 
not restricted to Canadian 
banks, but includes trust 
companies, securities brokers, 
insurance companies, mutual 
fund providers and invest- 
ment management firms. It 
also encompasses a growing 
number of U.S. financial 
institutions with operations 
in Canada, as well as a 
number of non-financial 
institutions which have 
employed new technologies 
to deliver traditional banking 
products and services. 


The bank competes with the 
above-mentioned institutions 
primarily on the basis of 
products, pricing, geographic 
markets served, distribution 
channels employed and 
quality of services delivered. 
Market share and client 
satisfaction are some of the 
yardsticks used to measure 
the bank’s performance 
against the competition. 
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Roya. Bank Corporate 
STRUCTURE: @2 INTRODUCTION 
to the ELEVEN BUSINESSES 


APID CHANGES IN GLOBAL MARKETS, COMBINED 
WITH THE INCREASING DIVERSITY AND COMPLEXITY 


OR TEE BANK'S OPERATIONS, PROMPTED US TO REVISE 


OUR ORGANIZATION STRUCTURE AT THE END OF 1994. THE 


NEW, FLATTER STRUCTURE HAS INCREASED SPEED AND FLEXI- 


BILITY IN RESPONDING TO CHANGING CUSTOMER NEEDS AND 


EXPECTATIONS, ALLOWED SENIOR MANAGEMENT TO FOCUS ON 


LONG-TERM, STRATEGIC ISSUES, AND GIVEN MORE AUTHORITY 


AND ACCOUNTABILITY TO INDIVIDUAL BUSINESSES. 


ROlUY A 


BAN K 


of CAN AD A 


At the top of the management 
structure is the Group Office. 
Chaired by the chief executive 
officer, this group includes the 
four vice-chairmen and the 
chairman of RBC Dominion 
Securities. 


The Group Office, which 
usually meets weekly, takes 

a global view of the entire 
Royal Bank group of busi- 
nesses, making decisions col- 
lectively about long-term 
growth opportunities. Its 
focus is on ensuring the most 
productive use of resources 
by undertaking those projects 
that present the best growth 
opportunities and have the 
greatest potential for increas- 
ing shareholder value. 


The Group Office members, 
together with the heads of 
eleven businesses, twelve geo- 
graphic units and a number of 
specialized functional groups 
comprise a 33-member Group 
Council, which meets quar- 
terly to resolve strategic, 
financial, service quality and 
human resource issues. 


The eleven business groups 
have replaced the previous 
five large divisional umbrel- 
las. The heads of these groups 
are fully accountable for the 
bottom line performance and 
strategic direction of their 
businesses. Their efforts are 
geared to meeting specific 
financial and strategic targets, 
approved by the Group Office 
and the Board of Directors, 
through a focus on product 
development, marketing and 
management of distribution 
channels. 


In addition to receiving 
support and guidance from 
Group Office members, 

the business heads also work 
closely with the bank’s four- 
teen geographic units (nine 
domestic and five interna- 
tional) in segmenting markets 
and developing targeted busi- 
ness plans. These geographic 
units, which also report 
directly to the Group Office, 


have responsibility for cus- 
tomer service, sales, cost 
and resource management, 
market share and profit 
margins in their regions. 


The discussion that follows 
provides an overview of our 
service delivery network and 
of each of the bank’s eleven 
business groups, including 
their products and services, 
key developments in 1995 and 
future outlook. 


The first five businesses — 
Personal Financial Services, 
Residential Mortgages, Card 
Services, Insurance and 
Mutual Funds — provide ser- 
vices to individuals, largely 
in Canada. The next two, 
Royal Trust and RBC 
Dominion Securities, provide 
services to both individuals 
and businesses in Canada and 
abroad. The final four busi- 
nesses are Trading, Business 
Banking, Multinational 
Banking and Financial 
Institutions and Trade. 
Business Banking serves the 
Canadian market, while 

the other three businesses 
have a significant presence 
outside Canada to comple- 
ment their domestic service 
capabilities. 


THe DeE.Livery NEtworkK 


Royal Bank had 1,577 domes- 
tic service delivery units at 
October 31, 1995. These con- 
sisted of 1,318 retail branches, 
99 Royal Trust branches, 

27 trust locations, 27 private 
banking offices and 106 busi- 
ness banking centres. The 
bank also operates 105 inter- 
national service delivery units 
in 35 countries. 


In addition, 73%-owned 

RBC Dominion Securities has 
172 offices, of which 74 are 
located on bank premises. 
The bank’s discount broker, 
Action Direct, has seven 
offices. Royal Bank also has 
six international trade centres 
across Canada. 


A force of 500 mobile sales 
representatives provides 
service in homes and offices 
principally for retirement and 
investment products and resi- 
dential mortgages. The bank’s 
extensive network of 4,041 
automated banking machines 
in Canada, the largest in the 
country, continues to comple- 
ment the branch network. 


Outside Canada, the bank 
operates a growing consumer 
banking franchise in the 
Caribbean with 54 units 

and 38 banking machines, 

as well as an extensive private 
banking network in Europe, 
Asia, the United States, the 
Caribbean and South 


America. 


REVIEW OF 1995 

Royal Direct, the bank’s tele- 
phone banking service, was 
introduced across the country 
in 1995, enabling customers 
to pay bills, transfer funds, 
receive account information 
and make payments on loans 
and mortgages. This national 
telephone banking centre in 
Moncton, N.B., attracted over 
300,000 customers in the first 
few months. 


The Personal Financial 
Services group began piloting 
new branch configurations in 
large urban centres, including 
markets where existing 
branches have been rational- 
ized. The layout and services 
provided in new branches is 
based on customer feedback 
in each specific market. 

RBC Dominion Securities’ 
investment advisors continue 
to play an increasing role in 
Royal Bank and Royal Trust 
branches to serve customers’ 
complete financial manage- 
ment needs. 


Goinc Forwarp 

The network of the future is 
being reshaped to keep pace 
with changing technology 
and the delivery preferences 
of customers for anywhere, 
anytime access to the bank. 


Alternative distribution chan- 
nels such as telephone and 

PC banking and mobile sales 
representatives are respond- 
ing effectively to the changing 
needs of customers by com- 
plementing the traditional 
branch network at lower cost. 
The number of telephone 
banking customers is ex- 
pected to grow significantly 
over the next few years. 

PC home banking and screen 
phone telephones will be 
introduced on a pilot basis 

in 1996. As acceptance of 
these alternative distribution 
channels grows, the bank 

will further streamline its 
branch network. 


The bank will also expand 
the functions of its banking 
machines, thereby offering 
customers a wider array of 
services and convenience 
through this extensive 
network. 


1,577 DOMESTIC AND 
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More THAN I50 PRODUCTS 


AND SERVICES FOR INDIVIDUAL 


CUSTOMERS. 
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PERSONAL 
FINANCIAL SERVICES 


Royal Bank offers more than 
150 products and services to 
individual customers in 
Canada. The Personal 
Financial Services group 
manages several consumer 
banking products and sup- 
ports the delivery of residen- 
tial mortgages, credit and 
debit cards, creditor and 
travel insurance and mutual 
funds which are provided by 
other bank business units. 


Deposit instruments include 
savings accounts, chequing 
accounts and term deposits, 
as well as some government- 
based deposit instruments 
which are sold for a fee, such 
as Canada Savings Bonds and 
Treasury Bills. Credit prod- 
ucts include consumer install- 
ment loans, personal credit 
lines and student loans. A full 
range of fee-based services 
such as discount brokerage, 
foreign exchange, payment 
services, travellers cheques, 
and wire transfers are 

also sold. 


The bank’s market share 
among all Canadian financial 
institutions was 17.1% for 
consumer deposits and 16.3% 
for personal loans at the end 
of 1995. In both cases, the 
bank has the highest market 


share among Canadian 
financial institutions. Action 
Direct, the bank’s discount 
broker, is the second largest 
player in the market with a 
market share of approxi- 
mately 15% of clients and 
assets under administration. 
With more than 125,000 cus- 
tomers, Action Direct had 
over $2.1 billion in customer 
assets at the end of 1995. 


The personal financial ser- 
vices market is intensely com- 
petitive on both price and 
service, and new competitors 
continue to emerge. 


REVIEW OF 1995 

New service standards were 
introduced across the net- 
work and customer satisfac- 
tion and loyalty is being 
measured and tracked by 
each delivery unit. 


Through process reviews, the 
Personal Financial Services 
group continued to streamline 
activities and take back 

office administration from 
branches, freeing frontline 
staff to focus on clients and 
build client relationships. 
National sales calls, weekly 
sales routines and enhanced 
sales skills have been intro- 
duced to improve sales capa- 
bility and effectiveness. 


Nearly 6 million deposit 
accounts were converted 
flawlessly to a new system as 
part of an ongoing program 
of systems upgrades to 
provide more flexible and 
timely product changes and 
introductions. 


Goinc ForwarpD 

We are building a state-of- 
the-art marketing database 
capability to enhance our sales 
effectiveness and to match the 
needs of our customers with 
the right products, delivery 
channels, service and pricing. 
This is being developed with 
the commitment to establish 
and maintain appropriate 
privacy codes to safeguard 
customer information. 


Staff continue to receive 
training and technology 
support to enable them to 
spend more time anticipating 
and responding to customer 
needs, particularly the 
increasing demand for finan- 
cial and investment guidance. 


Further product, service and 
processing redesign will con- 
tinue to enhance our ability 
to service clients effectively 


and efficiently. 


RESIDENTIAL MorTGAGES 


At $45 billion, Royal Bank’s 
residential mortgage portfolio 
is the largest among Canadian 
financial institutions. The 
portfolio is primarily domes- 
tic and is primarily comprised 
of fixed rate mortgages with 
terms ranging from 6 months 
to 25 years. The most common 
terms chosen are between 

6 months and 5 years. Cus- 
tomers are offered a variety of 
payment options combined 
with service features such as 
multiple delivery channels. 


Mortgages are sold mainly 
by personal bankers in 
branches across Canada but 
in the past two years non- 
traditional delivery networks 
have been established in 
response to customer needs. 
In 1995, the number of mobile 
sales representatives in large 
urban centres exceeded 200. 
Customers can also obtain 
information and make mort- 
gage applications through 
the new national telephone 
service, Royal Direct. 


The residential mortgage 
business is also an important 
builder of customer relation- 
ships. Over the last five years, 
residential mortgages have 
averaged 35% of the bank’s 
total loans and stood at 38% 
at year-end 1995, the highest 
such ratio among Canadian 
banks. Moreover, the business 
is characterized by a low loss 
ratio which averaged .1% for 
Royal Bank in the past five 
years and was .1% in 1995. 


Market growth is driven by 
the demand for new houses, 
resales and renovations, 
which are in turn influenced 
mainly by general economic 
conditions and interest rates. 
Competition in the business 
focuses on price and on 


product and service attributes. 


REVIEW OF 1995 

For the second consecutive 
year, higher interest rates and 
weak consumer confidence 
restricted mortgage growth 
in Canada. With weaker 
demand, several competitors 
were aggressive in offering 
potentially costly extended 
rate guarantees, particularly 
in the builder or new housing 
market, thus limiting the 
bank’s opportunities to 

add residential mortgages. 


While maintaining its focus 
on profitability and port- 
folio quality, Royal Bank 
responded successfully to 

the tough market conditions 
through more personalized 
service and by making careful 
use of rate commitments and 
price flexibility. Total mort- 
gage volume increased and 
the market share erosion 
experienced in 1994 and in 
the first half of 1995 appeared 


to have stabilized by year-end. 


Royal Bank’s market share of 
all Canadian financial institu- 
tions is 14.0%, the highest 

in the industry. 


Go1nc Forwarp 

In determining its competi- 
tive stance, the bank weighs 
market share opportunities 
against risk considerations 
with the objective of main- 
taining the profitability of 
the residential mortgage 
portfolio. 


Royal Bank research shows 
that needs vary among cus- 
tomers and that mortgages 
are not simply a commodity 
sold on price. Market seg- 
mentation, the satisfaction 


of customer needs through a 


combination of product and 
service features such as the 
quality of advice, as well as 
consideration for the overall 


relationship, are as important 


to the bank’s strategy as rate 
commitments and pricing. 


In 1996, the bank will focus 
on first-time home buyers 


and on mortgage renewal and 


growth opportunities with 
existing customers. In the 
builders’ market, the bank 


plans a more active presence 


as well as enhanced sales 
support through service and 
product information on 
building sites. 
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$45 BILLION PORTFOLIO IS 
LARGEST AMONG CANADIAN 


FINANCIAL INSTITUTIONS. 
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SERVING 5 MILLION CREDIT 
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DEBIT CARDHOLDERS. 
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CARD SERVICES 


Royal Bank’s Card Services 
group provides a wide range 
of credit card and debit card 
products and services to meet 
the varying lifestyle needs 

of its 5 million credit card- 
holders and 6 million debit 
cardholders. Revenues are 
derived from cardholder fees, 
interest payments on out- 
standing credit card balances, 
and merchant fees from Visa 
deposits and for usage of the 
bank’s credit and debit card 


terminals. 


The bank offers Visa Classic, 
Low Rate Option Visa, Visa 
Gold, U.S. Dollar Visa Gold, 
Royal Trust Canadian Plus 
Visa, and two new corporate 
Visa cards. Visa represents 
approximately 75% of the 
credit card volume in Canada. 
Royal Bank has accounted for 
the largest share of Visa dollar 
volumes in Canada in four 

of the past five years. 


As the credit card industry 
has matured, intense competi- 
tion from banks, non-banks 
and co-branded partners 

has resulted in increased 
fragmentation. The challenge 
is to target profitable market 
segments and enhance operat- 
ing efficiencies in response to 
new U.S. and non-bank com- 
petitors. 


Canadians have eagerly 
adopted debit cards as an 
alternative payment option 
since their national introduc- 
tion in 1994, and the bank 
has experienced exceptional 
growth in this product. 

Sales volumes for debit cards 
were $3.2 billion in 1995, an 
increase of 141% from 1994, 
and cardholder usage is pro- 
jected to increase at a similar 
pace in 1996. Currently, 
almost 50% of the bank’s 
ABM customers are using 


debit cards. 


REVIEW OF 1995 

To regain market share in 
Visa Classic, the bank intro- 
duced new card enhance- 
ments in late 1995 and plans 
have been made for a major 
repositioning in early 1996. 
In debit cards, the bank accel- 
erated the introduction of 
debit card terminals to new 
merchant locations and now 
has more terminals in use 
across the country than any 
other Canadian financial 
institution. 


Additions to the card product 
line in 1995 included the U.S. 
Dollar Visa Gold for frequent 
travellers, and a line of Cor- 
porate (travel and entertain- 
ment) and Purchasing Visa 
cards for business banking 
customers through an alliance 
with a leading U.S. issuer. 


Goinc ForwarpD 

The bank plans a number 

of initiatives in 1996 to 
strengthen its market position 
in credit cards, including 
alliances with third parties. 


_ The bank will continue 


to maintain its focus on 
profitability in the face of 
increasing competition. New 
technology will be introduced 
over the next two years to 
support market-driven pro- 
grams consistent with the 
bank’s segmentation strate- 
gies. In debit cards, the bank 
intends to increase its share 
of transactions and dollar 
volumes. 


Royal Bank will pilot the 
Mondex Stored Value Card 
system (“smart” card) in 
Guelph, Ont., in 1996, along 
with a partner bank. The 
national roll-out is expected 
in 1997. This will be the 
vanguard of many chip-based 
innovations projected for 
cards, including new combi- 
nation cards and information- 
based services and payment 
systems. 


INSURANCE 


Royal Bank has built a signi- 
ficant business in creditor life 
and disability insurance asso- 
ciated with its mortgage, 
personal and business loans, 
the largest such insurance 
portfolio among Canadian 
banks. It has been providing 
this service since 1967 and 
more than 1.4 million cus- 
tomers are currently covered. 
Approximately 90% of the 
risk inherent in the creditor 
life and disability certificates 
is assumed by the bank, and 
reinsured through an offshore 
subsidiary. 


Royal Bank was the first 
Canadian bank to set up an 
insurance subsidiary, RBC 
Insurance Holdings Inc., and 
with the purchase of Voya- 
geur Insurance Company in 
1993, the first to acquire an 
insurance company. In travel- 
related insurance, Voyageur is 
the largest Canadian insurer 
in terms of premium income 
and distributes its products 
through some 3,300 travel 
agencies across Canada. Voya- 
geur insured over 1.8 million 
travelling Canadians in 1995. 
The bank also sells travel 
emergency medical insurance 
through its branch network. 


A home and automobile 
insurance program for bank 
employees was launched in 
1992 in partnership with a 
large Canadian broker. 


REVIEW OF 1995 
Insurance activities generated 
premiums of approximately 
$335 million in 1995, com- 
pared to $325 million in 1994, 


A Customer Insurance 
Service Centre was estab- 
lished in Mississauga, Ontario 
in 1995 to meet the informa- 
tion needs of both creditor life 
and disability customers and 
Royal Bank branch staff 
across Canada who sell the 
insurance. While enhancing 
service quality and efficiency, 
this state-of-the-art facility is 
intended to be a platform for 
the bank’s future insurance 
growth. 


The insurance business unit 
was strengthened during 

the year through the appoint- 
ment of several experienced 
executives and through staff 
training. New product devel- 
opment plans were launched 
and strategies refined to guide 
the bank’s eventual entry 
into both the property and 
casualty and life insurance 
markets. The bank expects 
to implement its strategy 
through a combination of 
internal initiatives, acquisi- 
tions and joint ventures. 


Go1nc ForwarpD 

Under Canadian legislation, 
banks are allowed to compete 
in the insurance business and 
to acquire insurance compa- 
nies. With the main exception 
of authorized products which 
include creditor, travel health, 


and personal accident insur- 
ance, banks cannot distribute 
insurance products through 
their branch networks, auto- 
mated banking machines or 
telephone delivery channels. 
They are also restricted from 
using customer bank infor- 
mation files to selectively 
market insurance products. 


The bank believes it can 
provide insurance and life 
annuities more efficiently to 
customers through its exten- 
sive branch network and 
alternative delivery channels. 
Along with the other 
Canadian banks, it will seek 
to have current restrictions 
removed in 1997, the sched- 
uled date for the next revision 


of the Bank Act. 


The bank intends to become 
a much larger player in the 
Canadian insurance market, 
with a primary focus of bring- 
ing insurance products to its 
approximately 10 million 
consumer and business cus- 
tomers. The Canadian 
insurance market totals about 
$30 billion in premium 
income and the bank’s objec- 
tive is to achieve significant 
additional revenue growth 
on a profitable basis. 
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$11.8 BILLION OF ASSETS 
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MuTuaL Funpbs 


Royal Mutual Funds Inc. is 
the largest provider of no- 
load mutual funds in Canada 
and the third largest fund 
company overall with 

$11.8 billion of assets under 
management at year-end 1995 
and a market share of 8.6%. 
Royal Mutual Funds was 
created from the fund fami- 
lies offered by Royal Bank 
and Royal Trust. A total of 
34 funds are offered to 
Canadian clients, including a 
full range of money market, 
fixed income, balanced, 
domestic and international 
equity funds. 


Management fees represent 
the major source of revenues 
and are charged to the funds 
in consideration for distribu- 
tion, investment management 
and advisory services. The 
funds are sold primarily 
through Royal Bank and 
Royal Trust branches by 
approximately 8,900 licensed 
sales representatives, and are 
also available through RBC 
Dominion Securities and 
Action Direct. 


Mutual funds in Canada 
have experienced annual 
growth of 32% since 1991, 
with industry assets increas- 
ing to $137.7 billion from 
$45.7 billion. Assets of Royal 
Mutual Funds have increased 
by 50% annually over the 
same period to $11.8 billion 
from $2.3 billion, partially 
reflecting the acquisition of 
Royal Trust in 1993. 
Competition is intense from 
specialized Canadian mutual 
fund companies, banks, 
investment dealers and finan- 
cial advisors as well as the 
large U.S. and international 
fund managers. 


Royal Mutual Funds is a no- 
load fund company, with no 
charges to buy, sell or switch 
between funds. This no-load 
structure is popular with 
investors, but bank no-load 
fund families are more 
affected by changes in the 
interest rate environment as 
many investors switch 
between mutual funds and 
guaranteed investment 
certificates. 


REVIEW OF 1995 

The period between late 1994 
and early 1995 was difficult 
for no-load companies, parti- 
cularly those with a large 
proportion of fixed income 
funds. Balances of Royal 
Mutual Funds reached a peak 
of $14.7 billion at March 31, 
1994, falling to a low of 

$11.2 billion one year later 
before rising to $11.8 billion at 
October 31, 1995. Growth of 
mutual fund assets resumed 
in the summer of 1995 when 
capital markets and interest 
rates stabilized. Three new 
international growth funds 
were launched at this time. 


The integration of the Royal 
Bank and Royal Trust fund 
families continued during the 
year with funds previously 
unique to either organization 
now available in both branch 
networks. A new system for 
unitholder record-keeping 
was selected, with the first 
phase of implementation 
scheduled for December 1996. 


Goinc ForwarpD 

While cyclical market trends 
will continue to affect the 
mutual fund industry, demo- 
graphic trends support 
continued growth. The popu- 
lation is aging and is more 
focused on wealth accumula- 
tion, particularly retirement 
savings. Mutual funds are 
increasing their share of the 
personal balance sheet by 
offering investors access to 
global capital markets, profes- 
sional money management, 
and the ability to diversify 
with a smaller investment 
than if individual securities 
were acquired directly. 


The key priorities for Royal 
Mutual Funds are to build 
solid long-term investment 
performance, enhance system 
capabilities and improve sales 
and service. This includes tar- 
geted training of branch sales 
staff, continued development 
of its 1-800 mutual fund 
customer service line and 
exploring alternative distri- 
bution channels. 


Roya. [rust 


Through Royal Trust, the 
bank is Canada’s largest 
provider of investment man- 
agement and custody services 
for personal and institutional 
clients. Royal Trust’s assets 
under administration 
amounted to $356 billion, 
comprising $325 billion 

of institutional assets and 

$31 billion of personal assets, 
excluding mutual funds. 
Assets under management 
totalled $16 billion for institu- 
tional clients and $13 billion 
for personal clients, excluding 
mutual funds. 


Royal Trust’s core business 

is wealth management in 
Canada, comprised of 
personal investment manage- 
ment, trust and banking 
services offered through 

99 offices in 10 market centres 
across the country. 


Royal Trust manages the 
largest private banking net- 
work of any Canadian finan- 
cial institution by number 

of locations and geographic 
reach with 28 units in 

22 countries. These offices, 
which operate under the 
Royal Bank of Canada name, 
have a large and growing 
client base in Europe, Asia 
and South America, and a 
presence in the United States. 


For institutional clients, 
Royal Trust provides invest- 
ment support services and 
global securities administra- 
tion and custody in 65 coun- 
tries around the world. Ina 
major survey this year spon- 
sored by Global Investor 
magazine covering 625 fund 
managers, Royal Trust 
ranked fourth overall globally 
for quality service delivery. 


For the past seven years, Royal Gornc Forwarp 


Trust’s Canadian custody ser- 
vices have been top rated by 
Global Custodian magazine in 
terms of service excellence. 


Royal Trust’s institutional 
investment subsidiary, 

RT Capital Management Inc., 
ranks among the top pension 
fund investment managers 
in Canada in terms of client 
assets under management. 
Over the past five years, 

RT Capital has consistently 
ranked in the top 25% of 

all Canadian institutional 
fund managers on the basis 
of investment performance. 


REVIEW OF 1995 

Royal Trust established a 
Global Investment Group in 
1995, a team of international 
investment experts who man- 
age approximately $8 billion 
through seven offices around 
the world. This group is an 
important value-added 
service for customers seeking 
a broader diversification of 
their assets, and for Global 
Private Banking clients 
around the world. 


In Canada, plans were made 
to house Royal Trust repre- 
sentatives in selected bank 
branches to further improve 
the cost-effectiveness of its 
wealth management network, 
and to increase referral 
opportunities. As well, 

RBC Dominion Securities 
investment advisors were 
introduced into selected 
Royal Trust branches 

to provide customers with 
additional services. 


Strong demand is expected 
for investment management 
and administration services in 
Canada and abroad. Over the 
next two decades, a genera- 
tion of Canadians is expected 
to inherit more than $1 tril- 
lion, providing significant 
potential for trust and invest- 
ment banking services. 


Growth in worldwide pension 
assets and the increasing 
complexity and globalization 
of investments also create 
significant opportunity for 
Royal Trust’s sophisticated 
investment management and 
custody services. As well, 
Canadians may now invest up 
to 20% of their registered plan 
assets in international invest- 
ments, creating particular 
opportunities for the Global 
Investment Group and global 
custody business. 


In all of these markets, 

Royal Trust believes it is 
strongly positioned to face 
increasing competition 
because of its well-regarded 
client service and relationship 
management. 
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CANADA’S LARGEST PROVIDER 
OF INVESTMENT MANAGEMENT 
AND CUSTODY SERVICES 
FOR PERSONAL AND 


INSTITUTIONAL CLIENTS. 
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$356 BILLION OF ASSETS UNDER 
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RBC DoMINION 


SECURITIES 


RBC Dominion Securities 1s 

a full-service brokerage firm, 
offering equity, fixed income, 
investment banking and advi- 
sory services in Canada and 
abroad. The firm, 73% owned 
by Royal Bank, serves corpo- 
rations and governments as 
well as institutional and indi- 
vidual investors. It is also 
active in the global sales and 
trading of fixed incomie and 
equity securities. 


RBC Dominion Securities is 
a market maker in Canadian 
equities and fixed income 
instruments, conducting 
transactions on behalf of 
clients and for its own 
account. The firm has a 
leading position in Canadian 
equities trading, sales and 
research for institutional 
clients. 


In Canada, RBC Dominion 
Securities has 172 offices. 
International sales offices are 
located in New York, Boston, 
Chicago, London, Paris, 
Lausanne, Tokyo and 

Hong Kong. 


With common shareholders’ 
equity of $350 million at 
October 31, 1995, the firm is 


extremely well capitalized. 


REVIEW OF 1995 

Almost half of the firm’s rev- 
enues are derived from indi- 
vidual clients. At September 
30, 1995, individual assets 
under administration totalled 
$36 billion, an increase of 19% 
over 1994. The firm is now 
one of the top custodians of 
retirement assets in the 
country. 


In investment banking, RBC 
Dominion Securities partici- 
pated in more equity and 
debt financings than any 
other firm in Canada in 1995. 
It managed or co-managed 
89 Canadian corporate public 
offerings with an aggregate 
value of approximately 

$12.7 billion, as well as 

$20.5 billion in new govern- 
ment debt issues in all 
markets. 


The firm was very active in 
the Canadian mergers and 
acquisitions market. It was 
involved in virtually every 
major public takeover trans- 
action in Canada during the 
past year. 


In order to better serve the 
needs of corporate clients, the 
firm established both equity 
and fixed income capital 
markets groups. These units 
provide timely market advice 
and structure financial instru- 
ments to enable clients to 
manage more effectively their 
capital structure and risk 
exposures. 


Although 1995 was character- 
ized by a volatile trading 
environment, the fixed 
income business performed 
well in absolute terms, and 
particularly well relative to its 
competitors. Money market 
trading volumes rose 20% and 
products held by clients rose 
by 19% over 1994. 


RBC Dominion Securities 
acquired the 30% minority 
interest in its real estate 
finance subsidiary, DS Marcil 
Inc. DS Marcil managed 
commercial property sales of 
$330 million in 1995 and 
arranged real estate financ- 
ings of $300 million. 


Gorinc Forwarp 

The firm will continue to 
focus on training its growing 
number of investment advi- 
sors, while maintaining its 
ongoing commitment to 
strengthen its equity sales 
and research capability. Its 
goal is to ensure its invest- 
ment advisors offer the best 
service and advice in Canada. 


Over time RBC Dominion 
Securities plans to commit 
additional resources to capi- 
talize on its acquisition of a 
team of 30 professionals in 
New York forming a global 
full service structured equity 


group. 


RBC Dominion Securities 
will continue to work closely 
with other members of the 
Royal Bank group following 
successful experiences in the 
past few years. These joint 
efforts will focus particularly 
on serving individual clients, 
and in the trading areas. 


TRADING 


Royal Bank is a market 
maker in foreign exchange 
and interest rate products, 
as well as in Canadian and 
international money market 
instruments. The bulk of the 
bank’s derivatives activities 
involves interest rate and 
foreign exchange instru- 
ments. The most frequently 
used derivative products are 
foreign exchange forward 
contracts, interest rate and 
currency swaps, foreign 
currency and interest rate 
futures, forward rate agree- 
ments, and foreign currency 
and interest rate options. 
The Trading group currently 
has a limited involvement in 
equity, precious metals and 
commodities derivatives. 


Approximately 97% of the 
bank’s derivatives contracts 
relate to sales and trading 
activities. These activities 
involve structuring and mar- 
keting of derivative products 
to customers to assist them in 
managing a variety of finan- 
cial risks. The bank also 
engages in derivative trans- 
actions for its own account to 
hedge trading positions. Most 
of the derivative non-trading 
activities involve the use of 
swaps to hedge interest rate 
positions arising from retail 
and corporate clients’ borrow- 
ing and lending activities. 


Trading activities are con- 
ducted through three regional 
hubs — Toronto, London and 
Singapore. These are sup- 
ported by marketing teams 
and regional trading floors in 
nine key international finan- 
cial centres and four addi- 
tional Canadian locations. 


The Trading group serves 
corporations, governments 
and their agencies, banks, in- 
surance and trust companies, 
as well as fund managers and 
investment dealers. Through 
Royal Bank branches, it 
indirectly serves individuals 
and small and medium-sized 
businesses (SMEs) . 


REVIEW OF 1995 
Trading revenues increased 
in 1995 compared to 1994, 
reflecting strong customer 
demand and improved 
trading conditions relating to 
market making and position- 
ing activities. 


During the year, the Trading 
group tailored its services to 
be conveniently accessible 

to SMEs in recognition of 
their unique characteristics. 
The new service offers SME 
clients electronic delivery of 
treasury products through 
bank branches and through 
special telephone links to 
the Canadian treasury units. 
Service roll-out across the 
country began during 

the year. 


Gornc Forwarp 

A key objective of the Trading 
group is to strengthen its 
position by bringing together 
the trading activities of the 
bank and RBC Dominion 
Securities. To accommodate 
this integration, a new trad- 
ing floor with 300 positions 

is scheduled for completion in 
Toronto in 1996. Similar inte- 
gration is expected to take 
place in London, Singapore, 
New York and Montreal 

in 1996. 


The major benefit of this inte- 
gration will be the ability to 
offer customers a wider range 
of services, including struc- 
tured derivatives products. 
Greater efficiency will result 
from combined back office 
operations and marketing. 


MARKET MAKER IN FOREIGN 
EXCHANGE, INTEREST RATE 
PRODUCTS AND CANADIAN AND 
INTERNATIONAL MONEY 


MARKET INSTRUMENTS. 


SERVING BUSINESSES, GOVERN- 
MENTS, FINANCIAL INSTITU- 
TIONS, FUND MANAGERS, 
INVESTMENT DEALERS AND, 
THROUGH THE BRANCH 


NETWORK, THE RETAIL MARKET. 
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$29 BILLION IN AVERAGE LOANS 
AND BANKERS’ ACCEPTANCES, 
$16 BILLION IN AVERAGE 


DEPOSITS. 


SERVING MORE THAN 
350,000 CLIENTS, LARGE 


AND SMALL. 


43,000 ELECTRONIC 


CONNECTIONS TO CLIENTS. 
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BusINEss BANKING 


Royal Bank has more than 
350,000 Business Banking 
customers, including small 
owner-operated entrepre- 
neurial ventures, agricultural 
and large commercial enter- 
prises. 


The Business Banking group 
offers customers a range of 
deposit, investment and loan 
products, a variety of cash 
management and electronic 
commerce services such as 
automated payroll, as well 

as equity and venture capital. 


Loans and bankers’ accep- 
tances to these customers 
averaged $29 billion in 1995, 
of which $9 billion were to 
small and medium-sized 
enterprises (SMEs), generally 
defined as firms with gross 
revenues of under $5 million 
and borrowings of less than 
$1 million. Over 80% of the 
bank’s business customers 
borrow less than $75,000 
with an average loan balance 
of $23,000. The bank is the 
largest agricultural lender 

in Canada, with loans of 


$3 billion. 


Deposit balances averaged 
$16 billion in 1995. 


Competition in the Business 
Banking credit market is 
primarily from other char- 
tered banks. 


The Business Banking group 
also links SMEs, commercial 
enterprises and the important 
knowledge-based industries 
sector to other bank units 
such as investment banking, 
trade finance, trading, and 
personal financial services. 


REVIEW OF 1995 
Contributions from fee-based 
services improved for this 
year, while loan losses fell 


by 50%. 


The Business Banking group 
expanded its support to SMEs 
across the country through 
venture and patient loan 
investments, mainly in con- 
junction with government 
agencies. It also experienced 
loan growth at the low end 

of the SME market, reflecting 
its support for government 
initiatives to increase funding 
for small business. 


Despite increased competition 
from non-banks in the infor- 
mation services area, the 
group continued to grow its 
customer base in such areas 

as cash management services 
where it offers targeted solu- 
tions for SMEs, mid-market 
firms and large commercial 
enterprises. It also expanded 
its electronic services with 

the introduction of an elec- 
tronic mail box through the 
Internet. The total number 
of electronic connections with 
customers increased to 43,000, 


up 12% from 1994, 
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The Business Banking 
group’s objective is to further 
reduce credit losses and to 
expand deposit and fee-based 
sources of revenue from 
business customers. One of 
the group’s key initiatives 

is segmented marketing 
strategies for agriculture, 
SME, mid-market and com- 
mercial customers as well as 
knowledge-based industries, 
innovative growth firms, 
retailers and wholesalers, and 
the public sector, supported 
by account manager training 
and new products and 
services. 


Service delivery is also being 
transformed, with increased 
emphasis on multiple delivery 
channel options such as tele- 
phone and expanded elec- 
tronic links to complement or 
replace physical locations and 
meet customer needs. This 
will help to improve customer 
service, reduce costs and 
make the bank more competi- 
tive in its target markets. 


MULTINATIONAL BANKING 


The Multinational Banking 
group develops and manages 
banking relationships globally 
with some 1,200 of the bank’s 
largest corporate and govern- 
ment clients. Through a 
network of offices located in 
Europe, Asia, the U.S.A., and 
major centres in Canada, 

the group delivers the full 
resources of the bank to 

these clients. 


The resources include a full 
range of lending, credit, 
trading and capital markets 
products, as well as a number 
of specialized services. The 
bank is active in loan syndica- 
tion, and is regularly ranked 
by financial trade journals 


among the 25 largest global 


arrangers and underwriters of 


syndicated credit facilities. 


The group’s North American 
asset securitization team ser- 
vices clients’ needs on either 
side of the U.S.A./Canada 
border through Old Line 
Funding Corp. and Pure 
Trust, asset-backed commer- 
cial paper funding vehicles 
administered by the bank. 


Through its structured 
finance teams in Europe, 
Canada and the USS., the 
group works actively through 
strategic alliances to develop 
more effective solutions to 
cross-border financing and 
other complex transactions. 


In Canada, where indepen- 
dent surveys confirm the 
bank’s leadership in the cor- 
porate banking sector as 
measured by the quality of 
service and advice provided 
to customers, the group pro- 
vides a full range of cash 
management and electronic 
commerce services. Interna- 
tionally, the bank provides 
a global cash management 
product for use by multina- 
tional clients worldwide. 


REVIEW OF 1995 

In 1995, outstanding loans 
and bankers’ acceptances 
averaged $18 billion. During 
the year, global financial 
markets had exceptional 
levels of liquidity. One result 
of this was sustained down- 
ward pressure on loan fees 
and margins. As well, the 
overall market continued to 
be affected by the disinterme- 
diation of banking assets by 
capital markets and other 


sources. 


The Multinational Banking 
group continued to enhance 
its industry specialization 

in various sectors including 
oil and gas, forest products, 
mining, and real estate. 
Industry managers have been 
appointed in certain major 
sectors, responsible for the 
portfolio mix and develop- 
ment of comprehensive 
industry marketing strategies. 
Wherever practical, account 
managers conduct relation- 
ships with clients from one 
or two industries. This pro- 
vides them valuable insight 
into the financial needs and 
strengths common to the 
industries they cover. 
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For Multinational Banking, 
profitable growth relies on 
achieving a balance between 
risk and return in highly 
competitive markets, while 
building and sustaining 
first-tier relationships. The 
group’s objective is to continu- 
ously improve portfolio 
quality and to increase 


revenues. 


Through its account man- 
agers and specialists, the 
group will focus on strength- 
ening relationships with key 
clients. It will also develop 
new relationships with global 
corporations in its areas 

of industry specialization, 
and with other investment 


grade clients. 
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$18 BILLION IN AVERAGE LOANS 
AND BANKERS’ ACCEPTANCES 
TO LARGE CORPORATE AND 
GOVERNMENT CLIENTS IN 


CANADA AND ABROAD. 


AMONG THE 25 LARGEST 
GLOBAL ARRANGERS AND 
UNDERWRITERS OF SYNDICATED 


CREDIT FACILITIES. 


EMPHASIS GIVEN 
TO STRENGTHENING 
RELATIONSHIPS WITH 


KEY CLIENTS. 
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OFFERING TRADE LINES FOR 


MORE THAN 120 COUNTRIES. 
a> 


SERVING 40% OF 
INTERNATIONAL BANKS 
NEEDING CANADIAN 


CORRESPONDENT SERVICES. 


REPRESENTATIVE OFFICES 
OPENED IN GUANGZHOU 
(Curna) AND SANTIAGO 

(CHILE), TWO KEY GROWTH 


MARKETS. 


38% 


47% 
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The Financial Institutions 
and Trade group manages 

the bank’s global relationships 
with financial institutions, 
both banks and non-banks, 
and provides trade finance 

to commercial exporters and 
importers around the world. 


Correspondent banking 
involves the delivery of tradi- 
tional Canadian dollar clear- 
ing and payment services, 
lending, letters of credit and 
trading products to banks. 
Services provided to non-bank 
financial institutions such as 
fund managers, investment 
dealers, insurance and trust 
companies include trading 
and credit products as well 

as non-lending operating 
services. 


Correspondent banking 

is primarily a volume-based 
processing business where 
timeliness and accuracy in 
carrying out the instructions 
of correspondent banks is 
critical. In addition, providing 
trade finance with and 
through correspondent banks 
in emerging economies has 
become an important compo- 
nent of the business. About 
40% of all international banks 
requiring Canadian corre- 
spondent services use Royal 
Bank and over 3,000 have 
accounts with the bank for 
this purpose. The bank’s cor- 
respondent banking business 
with financial institutions is 
experiencing low natural 
growth asa result of the accel- 
erating consolidation of this 
market around the world. 


In the trade financing market, 
the bank offers trade lines for 
more than 120 countries. It 
also serves exporters through 
Royal Bank Export Finance 
Co. Ltd. (REFCO) and six 
international trade centres in 
Canada. Internationally, a 
broad range of trade services 
is provided through a net- 
work of subsidiaries, branches 
and representative offices 

in over 30 countries, and in 
co-operation with correspon- 
dent banks worldwide. 


REVIEW OF 1995 

The Financial Institutions 
and Trade group again 
recorded a very low level of 
credit losses in 1995. At year- 
end, the group had approxi- 
mately $3 billion of loans and 
$8 billion of letters of credit 
outstanding. 


During 1995, the bank 
expanded its presence in trade 
finance and correspondent 
banking in two key growth 
markets. Representative 
offices were opened in 
Guangzhou, China, and 
Santiago, Chile, complement- 
ing two established offices 

in China (Beijing and 
Shanghai), and four in Latin 
America (Mexico City, 
Caracas, Sao Paulo and 
Buenos Aires). 


FINANCIAL INSTITUTIONS 


Goinc ForwarpD 

Trade finance is a key area 
of intended growth for the 
Financial Institutions and 
Trade group. Increased 
penetration with Canadian 
exporters and importers is 
being aggressively pursued 
and the bank also intends 

to increase its trade finance 
activity with non-Canadian 
customers. World trade 

is expected to increase by 
$2.5 trillion by the year 2000, 
with the fastest growth in 
Asia and Latin America. The 
bank believes it is positioned 
to benefit from such growth. 


The Financial Institutions 
and Trade group is imple- 
menting a business plan 
aimed at expanding revenue 
by offering financial services 
to non-bank financial institu- 
tions outside Canada, mainly 
insurance companies. 


All of these initiatives are 
underpinned by investment 
in technology. This will 
allow significant productivity 
improvement in processing 
and electronic delivery capa- 
bilities, allowing the group 

to be more responsive to 
customer needs. 
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HIS PART OF THE ANNUAL REPORT 


REVIEWS RoyaL BANK OF CANADA’S 


FINANCIAL PERFORMANCE AND 


CONDITION FOR THE FISCAL YEARS ENDED 


OcTOBER 31, 1995, I994 AND 1993 AND 


PROVIDES A GENERAL INDICATION OF THE 


BANK'S EXPECTATIONS OF FUTURE PERFOR- 


MANCE. ALSO INCLUDED IS A DISCUSSION 


OF THE BANK’S PROCEDURES FOR MANAGING 


CREDIT, LIQUIDITY, MARKET AND OTHER 


RISKS RELATING TO BOTH ITS BALANCE SHEET 


AND OFF-BALANCE SHEET ACTIVITIES. 
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The bank segments its 
results into domestic and 


nF 


international components. 
Domestic operations include 
all business transacted in 
Canada, excluding the 
Canadian-based activities of 
the bank’s international 
money market units. Inter- 
national operations include all 
business transacted outside 
Canada, as well as the above- 
mentioned money market 
activities. 


REAL ECONOMIC GROWTH 
(YEAR-OVER-YEAR 
% CHANGE IN REAL GDP) 


* FORECAST 


Revenue and expense 
amounts for Royal Trust 
included in this discussion 
relate to Royal Trust’s opera- 


tions following its acquisition 
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by the bank on September 1, 
1993. Royal Trust’s September 
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1993 results were included in 
the bank’s 1993 consolidated 
totals, while its following 
thirteen months of results 
were included in the bank’s 
consolidated 1994 amounts in 
order to align the subsidiary’s 
fiscal year with that of the 
bank’s. While the extra month 
of Royal Trust’s results had 
virtually no impact on net 
income in 1994, its effect on 


3-MONTH 
TREASURY BILL RATES 
(%) 


net interest income, other 
income and non-interest 
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expenses has been disclosed in 
the relevant sections of the 
Discussion of Earnings begin- 
ning on page 26. 

To assist readers, a glossary 
of financial terms is provided 
on pages 87-88. Also, Note | 
to the financial statements on 
pages 64-65 presents a sum- 
mary of the significant 
accounting policies followed 
in the preparation of the 
bank’s financial statements. 

In mid-October 1995, 
the bank’s common shares 
commenced trading on the 
New York Stock Exchange. 
The bank’s financial state- 
ments are prepared in 
accordance with Canadian 
generally accepted accounting 
principles (GAAP). Material 
differences between Canadian 
and U.S. GAAP are described 
in Note 19 to the financial 
statements on pages 80-81. 


Canapa’s Economic 
PERFORMANCE 

This section provides a 
brief overview of Canada’s 
economic conditions during 
the bank’s 1995 fiscal year, our 
expectations for 1996, and the 
possible impact of economic 
trends on the bank’s future 
performance. 

Business conditions 1n 
Canada deteriorated in 1995 
as the economy slowed 
abruptly. This resulted from a 
slowing U.S. economy, higher 
Canadian interest rates and 
increasing fiscal restraint by 
the federal and most provin- 
cial governments, aimed 
at lowering their budget 
deficits. Interest-sensitive 
spending declined, particu- 
larly consumer spending on 
durable goods, and business 
investment in residential 
construction. This resulted 
in weaker household 
credit growth. 

The U.S. economy slowed 
in response to interest rate 
increases throughout 1994, 
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engineered by the Federal 
Reserve to cool the economy 
and bring it to a more sustain- 
able, non-inflationary growth 
path. Canadian interest rates 
rose more than those in the 
USS., largely because of 
Canada’s heavier debt load. 

In 1995, Canada’s eco- 
nomic growth will likely be 
approximately 2%. We expect 
GDP growth to be about 2% 
in 1996 as well but, in contrast 
to 1995, growth should gather 
momentum as the year moves 
along. The modest recovery 
is expected to be led by a 
rebound in exports to the 
United States and bolstered 
by lower interest rates. Short- 
term interest rates are 
expected to decline to about 
5% at the end of 1996, after 
having fallen by 300 basis 
points, to under 6%, between 
March and mid-November 
1995. Based on strong funda- 
mental factors, the Canadian 
dollar should appreciate by 
2 or 3 cents U.S. in 1996, 
from 74 cents U.S. in mid- 
November of this year. 

The U.S. economy 
rebounded sharply in the 
third quarter of 1995 and, 
with inflation seemingly well 
under control, is now poised 
for a few years of moderate, 
steady growth. This is good 
news for Canada because of 
its heavy reliance on export 
demand from the United 
States, and will have positive 
implications for the credit- 
worthiness of the bank’s 
clients in export-oriented 
industries. However, rela- 
tively high unemployment, 
heavy consumer debt and 
deepening government 
spending cuts in Canada 
continue to undermine con- 
sumer confidence. Consumer 
spending will likely remain 


sluggish in Canada. 
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TaBLe 1 | FINANCIAL GOALS AND PERFORMANCE 
MEDIUM- PERFORMANCE E 
ane 1994 1993 1992 19g 
Profitability (1) 
Net interest income 
— taxable equivalent basis (2) 2.90% 2.83% 3.13% cae or 
Provision for credit losses (2) (5==5>)) (.49) (IE23)) ial) (.47) 
Other income (2) 1.65 1.59 1.45 1.40 pa 
Non-interest expenses (3) (2.65) (2.78) (3.08) (2285) @e ‘ 
Income taxes and non-controlling interest (2) (.65) (.45) (.06) (.01) (.44) 
Return on assets (2) 90% 10% 21% 08% 76% 
Return on common shareholders’ equity 16.0-18.0% 16.8% 2.4% (.3)% 15.5% 
Productivity (4) 58.0% 63.0% 61.0% 62.0% 62.3% 
Dividend payout ratio (5) 30-40% 36.4% = = 40.0% 
Capital adequacy (6) 
Common equity to risk-adjusted assets 6.0% 5.3% 4.9% 5.2% 5.4% 
Common equity to assets 5.0% 3.7% 3.4% 4.3% 4.6% 


(1) For the year ended October 31. 
(2) As a percentage of average assets. bs = ; 
(3) As a percentage of average assets. Excluding restructuring costs recorded in 1993 and 1992 of $410 million and $130 million respectively, this ratio was 2.79% 
in 1993 and 2.76% in 1992. 
(4) Non-interest expenses as a percentage of gross revenue (taxable equivalent net interest income and other income), excluding restructuring costs recorded in 
1993 and 1992. 
(5) The ratios for 1993 and 1992 are not meaningful. 


(6) As at October 31. 


EARNING PER SHARE 
UP 12% FROM 1994, 
EXCLUDING UNUSUAL 
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Despite growth in the 
Canadian economy, excess 
capacity remains significant 
and the inflation outlook is 
favourable as a result. The 
outcome of the October 30th 
referendum in Quebec 
resulted in a rejection of sov- 
ereignty for Quebec after a 
formal offer to Canada for a 
new economic and political 
partnership. While this was 
supportive of lower interest 
rates, the very close result 
points towards continuing 
political uncertainty. 

Apart from the issue of 
political uncertainty, the prin- 
cipal downside risk to our 
Canadian forecast is the possi- 
ble inability of the United 
States to maintain a “soft 
landing” growth path. This 
could occur, in the United 
States, either through a decel- 
eration 1n economic activity 
causing a recession sometime 
in 1996 or, if the economy 
accelerates rapidly, through a 
resurgence in inflation that 
triggers a high interest rate 
policy response. This could 


result in a mild recession in 
the U.S.A. by 1997. Should 
either one of these alternatives 
occur, growth in the bank’s 
loans and assets under man- 
agement could be lower than 


anticipated in 1996-97. 


FINANCIAL GOALS AND 
PERFORMANCE 

Net income in 1995 
was $1,262 million versus 
$1,169 million in 1994 and 
$300 million in 1993. Earn- 
ings per share were $3.49 this 
year compared to $3.19 last 
year and $0.46 in 1993. 

Excluding unusual after- 
tax gains of $30 million in 
1995 and $50 million in 1994, 
from the sale of Brazilian and 
Argentine past due interest 
bonds respectively, net income 
was up $113 million or 10% 
from last year, while earnings 
per share were 12% higher. 
This year’s higher earnings 
largely resulted from progress 
in achieving the bank’s three 
strategic priorities: 


» Further improvement in 
portfolio quality: The provi- 
sion for credit losses fell by 
$240 million or 29% from 
1994, while gross non-accrual 
loans declined by $1.5 billion 
or 33%. A detailed discussion 
of problem loans and credit 
losses appears on pages 43-48. 
« Continued cost control: In 
1995, non-interest expenses 
stayed at the prior year’s level, 
despite some unusual expense 
items and an increase in 
government levies. Lower 
expenses at RBC Dominion 
Securities and one less month 
of expenses for Royal Trust 
contributed to this year’s per- 
formance. A full discussion of 
operating expenses is pro- 
vided on pages 32-33. 

» Growth in revenues: 
Revenues from trading, cards, 
and investment management 
and custodial activities 
showed strong growth this 
year. Excluding capital 
market fees and one extra 
month of results for Royal 
Trust in 1994, other income 
rose by $98 million or 5% this 


year, reflecting the bank’s 
emphasis on expanding its 
fee-based revenue sources. 

Conditions in global, and 
particularly Canadian, securi- 
ties markets were weaker in 
1995 than in 1994, leading toa 
$133 million or 23% decline in 
the bank’s capital market fees 
this year. Accordingly, net 
income at RBC Dominion 
Securities, which contributes 
almost all of the bank’s capital 
market fees, declined from 
last year’s record level of 
$133 million to $77 million 
in 1995. RBC Dominion 
Securities remains one of the 
most profitable brokerage 
firms in Canada, as measured 
by net income. 

Net interest income was 
virtually unchanged this year, 
despite lower income from 
LDCs, a substantial decline in 
securities gains and one less 
month of results for Royal 

/Trust. Nevertheless, the 
bank’s net interest margin of 
2.72% (based on average total 
assets) remained among the 
highest in the Canadian 
banking sector. A full discus- 
sion of revenues appears on 
pages 27-31. 

Asa result of this year’s 
strong results, the bank met 
or approached a number of its 
medium-term (3-5 year) 
financial goals. This encour- 
aged the bank to revise some 
of these goals at the end of 
1995, making them more 
aggressive targets 1n most 
cases. These revised goals, 
shown in Table | on page 24, 
have been set with the objec- 
tive of enhancing shareholder 
value through consistent 
earnings growth. 

In establishing its goals, 
the bank takes into considera- 
tion expected economic and 
market conditions, rates of 
return earned in the financial 
services industry, the bank’s 
previous financial perfor- 


mance and expected changes 
in its business mix. 


RETURN ON AVERAGE 
COMMON SHAREHOLDERS’ 
EQUITY (ROE) 

One of the bank’s key 
objectives in setting its 
medium-term ROE goal is to 
provide a risk premium over 
the long-term “risk-free” 
rate of return (as represented 
by the yield on 10-year 
Government of Canada 
bonds) that is greater than 
that offered on similar equity 
investments. Reflecting the 
possible range of this pre- 
mium under different market 
conditions, the bank’s desire 
for returns in the first quartile 
of the 40 largest North 
American banks, and its own 
ROE of over 16% in both 
1994 and 1995, the ROE goal 
was raised to 16-18% at the 
end of 1995 from 16% in 1994. 

The bank’s ROE was 
16.6% in 1995, down from 
16.8% in 1994. Average 
common shareholders’ equity 
was up $675 million or 11% 
this year, reflecting strong 
internal capital generation. 


RETURN ON ASSETS (ROA) 

Despite changes to a 
number of goals affecting 
the income statement, the 
ROA goal of .90% remained 
unchanged this year. 

The bank recorded a 
return on assets of .73% in 
1995, up from .70% in 1994. 
Further progress in the three 
key strategic priorities out- 
lined earlier are required for 
the bank to attain its .90% 
ROA target in the 3-5 year 


horizon. 


OTHER PROFITABILITY 
MEASURES 

Net Interest Income: The 
medium-term goal for the net 
interest margin was reduced 
to 2.90% this year from the 
previous 3.00% target. The 
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former goal is no longer real- 
istic as the bank’s asset base 
has shifted to a higher pro- 
portion of liquid assets and 
residential mortgages, which 
are favourable from a risk 
standpoint but generate 
narrow margins. In addition, 
margins have been con- 
strained by increasing price 
competition. 

For these reasons, as well 
as lower securities gains and a 
reduction in income from 
LDCs, the net interest margin 
narrowed to 2.72% this year 
from 2.83% in 1994 and 3.13% 
inl 2013s 

Provision for Credit 
Losses: The goal for the pro- 
vision for credit losses as a 
percentage of average loans 
and bankers’ acceptances was 
lowered to .35%-.45% from 
50% in 1994. As a percentage 
of average assets, the goal 
is now .25%-.35%, down 
from .40% last year. These 
reductions stem from the 
improvement in the bank’s 
risk profile and the attain- 
ment of the previous targets 
this year. The ranges repre- 
sent levels that the bank 
intends to attain over a full 
business cycle. 

In 1995, the provision for 
credit losses amounted to 
.48% of average loans and 
bankers’ acceptances and 
34% of average assets, down 
from .67% and .49% respec- 
tively in 1994. 

Other Income: The goal 
for other income as a percent- 
age of average assets was left 
unchanged at 1.65%. This 
year, the bank’s performance 
dropped to 1.50% from 1.59% 
in 1994 due to the sharp 
decline in capital market fees 
discussed earlier on this page. 


RBC Dominion 
SECURITIES REMAINS 
ONE OF THE MOST 
PROFITABLE BROKERAGE 
FIRMS IN CANADA. 


ROE GOAL RAISED 
FROM 16% TO 


16-18%. 
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Productivity: To maintain 
its ROA in an environment 
where net interest margins 
are under pressure, the bank 
must continue to improve 
its cost structure. With this 
objective in mind, the 
medium-term target for 
non-interest expenses as a 
percentage of average assets 
was lowered to 2.65% in 1995 
from 2.70% in 1994. The bank 
achieved a level of 2.68% in 
1995, down from 2.78% 
in 1994. 

The goal for non-interest 
expenses as a percentage of 
total revenues (the overhead 
or productivity ratio) was left 
unchanged at 58%. In 1995, 
the bank’s productivity ratio 
was 63.5% compared to 63.0% 
in 1994. Attaining the 58% 
target is one of management’s 
most important objectives and 
a challenge given the bank’s 
extensive retail, trust and 
investment banking opera- 
tions which, by their nature, 
have high expense-to-revenue 


ratios but also high ROEs. 


CAPITAL ADEQUACY 

The goal for common 
equity to risk-adjusted assets 
remained unchanged at 6.0%. 
By October 31, 1995, the 
bank’s ratio had risen to 5.8% 
from 5.3% a year earlier, 
through strong internal capi- 
tal generation. 

Although the bank contin- 
ues to maintain its common 
equity to assets target of 5.0%, 
this measure is believed to be 
much less meaningful than 
the common equity to risk- 
adjusted assets ratio since it 
does not factor in the risk pro- 
file of assets. For example, 
liquid assets have a lower risk 
profile and require a far lower 
capital underpinning than 
business loans. The bank’s 
common equity to assets ratio 
increased to 3.8% by the end 
of 1995 from 3.7% a year 


earlier. 


In 1995, the bank discon- 
tinued its goals for Tier | 
and Total capital ratios, which 
had been 7.0% and 10.0% 
respectively. These goals were 
virtually met by year-end 
1995 and the bank’s ratios are 
far above the minimum regu- 
latory requirements of 4% for 
Tier | capital and 8% for 
Total capital. 


RETURN TO COMMON 
SHAREHOLDERS 

Providing superior rates of 
return to its shareholders is 
one of Royal Bank’s overrid- 
ing objectives. This return 
consists of capital gains and 
dividend income. 

The total return to 
common shareholders was 
10.3% in 1995. This return 
comprised a 6.2% increase in 
the bank’s common share 
price, from $28.38 at 
October 31, 1994 to $30.13 at 
October 31, 1995, and a divi- 
dend yield of 4.1% based on 
common share dividends of 
$1.18 per share divided by the 
average of the year’s high 
($31.38) and low ($25.88) 
share prices. This year’s 10.3% 
return followed the bank’s 
total return of 8.2% in 1994, 
which was the highest among 
Canada’s six major banks. 

Based on a book value 
of $22.42, the market price 
of the bank’s common shares 
was 134% of book value at 
October 31, 1995, once again 
the highest in the Canadian 
banking sector. Since the end 
of 1993, book value per share 
has risen over 11% annually, 
through internal capital 
generation. 

In 1995, the bank paid out 
common share dividends of 
$1.18 per share, up from $1.16 
per share in 1994, reflecting a 
2 cent increase in the quar- 
terly common share dividend 
in this year’s fourth quarter. 


The dividend payout ratio 
(common share dividends as,a 
percentage of net income less 
preferred dividends) was 34% 
in 1995. At the end of this 
year, the bank raised its divi- 
dend payout goal to 30-40% 
from 30-33% in 1994, as part 
of its objective to provide 
superior returns to share- 


holders. 


DiIscUssION OF 
EARNINGS 
DOMESTIC OPERATIONS 

As shown in Table 2 on 
page 27, domestic net income 
rose by $85 million or 12% 
in 1995: 

Note 2 on page 66 shows 
that the domestic provision 
for credit losses was down 
$302 million or 38%, follow- 
ing a $1.1 billion or 57% 
decline in 1994. Asset quality 
improvement was further 
evidenced by a $1.3 billion or 
36% reduction in domestic 
gross non-accrual loans, of 
which approximately half was 
attributable to the commercial 
real estate portfolio. 

Domestic operating costs 
fell by $33 million or 1% in 
1995, largely reflecting one 
less month of expenses for 
Royal Trust. 

However, domestic other 
income was down $121 mil- 
lion or 6% due to a sharp 
reduction in capital market 
fees. 

Domestic average assets 
increased by $4.6 billion or 
3% in 1995, following a 19% 
increase in 1994. This year’s 
increase occurred mainly in 
liquid assets. Domestic return 
on assets was .58%, up from 
54% a year ago. 

The bank will continue 
to strive for further improve- 
ments 1n credit quality, 
productivity and revenue 
generation to enhance the 
performance of its domestic 
operations. 
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For the year ended October 31 


(As a percentage of average assets, taxable equivalent basis) 


Domestic 
Net interest income 


Provision for credit losses 
Other income 
Non-interest expenses 
Income taxes 


Return on assets 


Non-controlling interest in net income of subsidiaries 


Net income (loss) ($ millions) 
Average assets ($ millions) 


International 

Net interest income 
Provision for credit losses 
Other income 
Non-interest expenses 
Income taxes 


Return on assets 


Non-controlling interest in net income of subsidiaries 


Net income ($ millions) 
Average assets ($ millions) 


- Total bank 
Net income ($ millions) 
Average assets ($ millions) 


Return on assets 


INTERNATIONAL 
OPERATIONS 

As shown in Table 2, inter- 
national net income was 
largely unchanged from a 
year ago. 

Note 2 on page 66 shows 
that an increase in other 
income, mainly from foreign 
exchange and other trading 
activities, was offset by a 
decline in LDC interest 
income and by higher non- 
interest expenses and 
provisions for credit losses. 
Nevertheless, international 
profitability remained strong 
in 1995, with a return on 
assets of over 1.30% for the 
fifth consecutive year. 

International other income 
was up 11% this year, follow- 
ing a 20% increase in 1994. 
International non-interest 
expenses rose by 5%, follow- 
ing a 20% increase last year. 
While the provision for credit 
losses rose by $62 million in 
1995, it amounted to only 
.28% of related average assets, 


at the lower end of the bank’s 
3-5 year target of .25-.35%. 

The bank’s international 
earnings in 1996 will be influ- 
enced by the decision to hold 
or sell some of the bank’s 
LDC assets, which include 
past due interest bonds with 
a market value of $61 million 
at October 31, 1995. These 
bonds are carried on the 
bank’s balance sheet at nil 
value and, if sold, their pro- 
ceeds will be included in net 
interest income. 


NET INTEREST INCOME 

Net interest income is the 
difference between what the 
bank earns on assets such as 
loans and securities and what 
it pays on interest-bearing 
instruments such as deposits 
and subordinated debentures. 
It is mainly affected by 
changes in the volume and 
mix of earning assets and in 
the interest rates on loans and 
deposits. 


HiIcgHLIGHTS OF DoMESTIC AND INTERNATIONAL EARNINGS 


DOSE OOS Oe LOO 
2.97% 3.23% 3.24% S230 

(.58) (1.63) (2.03) (.64) 

1.58 Brae E39 Nasi? 

(3.00) (6:43) (3.05) (3.00) 

(.40) all 20 (35) 

(.03) (.03) (.02) (.01) 
54% (.23)% (.27)% 55% 

$718 $(255) $(288) $567 

$134,100 $112,800 $108,500 $102,800 
2.26% 2.72% 2.30% 2.9590 

(.11) 30 op) ilk 

1.65 Syl 1.46 LES? 

(UO) (OR) (2.08) (1.84) 

(.50) (.90) (.79) (.76) 

(.01) (.01) (.01) (.01) 
1.38% 1.87% 1.43% 1.52% 

$451 $555 $395 $416 

$32,600 $29,700 $27,700 $27,300 

$1,169 $300 $107 $983 

$166,700 $142,500 $136,200 $130,100 
70% 21% 08% 76% 

As shown in Table 4 on Pa ee er ee 
page 30, net interest income 
@ speciric PROVISION 


was virtually unchanged in 
1995. This followed an 
increase of $263 million or 6% 
in 1994. As shown in Table 3 
on page 29, the net interest 
margin was 2.72% compared 
to 2.83% a year ago and 3.13% 
in 1993. The major factors 
contributing to the lack of 
growth in net interest income 
this year were: 

« Proceeds from the sale of 
LDC securities (past due 
interest bonds) of $50 million 
in 1995 versus $82 million in 
1994 and $154 million in 1993. 
=» Securities gains (excluding 
LDC securities) of $111 mil- 
lion in 1995 compared to 

$178 million in 1994 and 

$347 million in 1993. The 
favourable interest rate move- 
ments of the last two years 
were not repeated through 
most of 1995. 

» Twelve months of net inter- 
est income from Royal Trust 
in 1995 versus thirteen 
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TABLE 3 


For the year ended October a1 
($ millions, taxable equivalent basis) 


ASSETS 


Earning assets 
Deposits with other banks 
Non-interest bearing 
Interest bearing 
Domestic 
International 
Securities 
Tax exempt 
Other securities 
Net gains on securities 
Loans (1) 
Domestic 


Residential mortgages 


and other personal loans 


repu rchase agreements 


International 


Residential mortgages 


and other personal loans 


Total loans 
Total earning assets 


Other assets 
Total assets 


Consumer instalment, credit card 


Business and government loans 


Assets purchased under reverse 


Consumer instalment, credit card 


Business and government loans 


Customers’ liabilities under acceptances 


Net INTEREST INCOME ON AVERAGE ASSETS AND LIABILITIES 


1994 1995 
AVERAGE AVERAGE | AVERAGE AVERAGE 
BALANCES (2) INTEREST (3) RATE BALANCES (2) INTEREST (3) RATE 
$ FITS = —% $ 341. oS) = —% 
616 40 6.49 634 35 2 
10,188 439 oil 7,465 286 3.83 
ley) 479 4.13 8,440 321 3.80 
1,180 mS QS N76 G5 9.20 
24,813 1el25 ADDS: WeaS2, 814 4.64 
- 178 - - Ba - 
TISSAoIS)3} 1,418 5.46 19,108 1,306 6.83 
43,358 3,654 8.43 33,821 3,078 9.10 
18,715 1,734 Day 17,041 1,608 9.44 
Lys SvaN| 2,147 6.60 33,962 2s 6.25 
4,891 206 ae l Pe, on aoa 
99,485 Tea 7.78 86,938 6,900 aoa 
DV) wo) 8.55 508 mel IS 
157 14 8292 70 8 EAS 
indo” 1,085 7.02 ely (eS) TAD 
16,187 aS 7.09 S95) 1,204 oD) 
115,672 8,889 7.68 102,933 8,104 7.87 
153,264 10,786 7.04 130,481 ie! 7.46 
6,069 2 = 5,629 = eZ 
7,367 = 2 6,390 z 2 
$166,700 $10,786 6.47% $142,500 $9,731 6.83% 


(1) Average non-accrual loans, net of average specific provisions are included in loans. 
(2) Average balances are calculated on a daily basis. 


(3) In 1995, net interest income included $161 million in loan fees (1994 — $178 million; 1993 — $145 million). 


EXCLUDING VOLATILE 
FACTORS, NET INTEREST 
MARGIN VIRTUALLY 
UNCHANGED FROM 


1994. 
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months in 1994, with last 
year’s extra month contribut- 
ing $20 million to net interest 
income. 

However, these factors 
were offset by higher volumes 
of earning assets, mainly secu- 
rities, and a lower level of 
non-accrual loans this year. 

Excluding volatile factors 
such as LDC interest income, 
securities gains, the $20 mil- 
lion of Royal Trust net 
interest income described 
above and net interest income 
from RBC Dominion 
Securities, net interest income 
was up $109 million or 3% 
from 1994. On this basis, the 
net interest margin was 2.79% 


in 1995 versus 2.80% in 1994, 


Domestic net interest 
income was virtually un- 
changed in 1995. Excluding 
the volatile factors just dis- 
cussed (with the exception 
of LDC income), domestic 
net interest income was up 
$88 million or 2% from last 
year due largely to higher 
volumes of securities and a 
lower level of non-accrual 
loans. On this basis, the 
domestic net interest margin 
was 3.09%, unchanged from 
a year ago. Although spreads 
in the mortgage business 
narrowed as clients opted for 
shorter-term mortgages and 
more expensive longer-term 
deposits, the spread between 
the prime rate and core 
deposit funding costs 
widened this year. 


International net interest 
income was also largely 
unchanged in 1995, following 
a reduction of 9% in 1994. 
Excluding the previously- 
mentioned volatile factors, 
international net interest 
income was up $21 million or 
4% from last year, while the 
international net interest 
margin was 1.61% compared 
to 1.63% in 1994. 

The bank does not antici- 
pate a further reduction in 
margins in 1996, Volatile fac- 
tors such as securities gains 
and proceeds from the sale of 
LDC past due interest bonds 
will depend on the future 
direction of interest rates, and 
on the economic and political 
environments in LDC 
countries. 
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TABLE 3 


For the year ended October 31 


($ millions, taxable equivalent basis) 


a 
LIABILITIES AND 


SHAREHOLDERS EQuitTy 


Deposits 
Domestic 
Non-interest bearing 
Interest bearing 
Consumers 
Businesses and governments 


Banks 


International 
Non-interest bearing 
Interest bearing 
Consumers 
Businesses and governments 


Banks 


Subordinated debentures 
Other interest-bearing liabilities 


Acceptances 
Other liabilities 


¥ 


Shareholders’ equity 
Preferred 
Common 


Total liabilities and shareholders’ equity 


Total assets and net interest income 


Consisting of: 
Domestic 
International 


| Total 


PROVISION FOR CREDIT 
LOSSES 

The provision for credit 
losses fell by $240 million or 
29% in 1995, following a 
$930 million or 53% decline 
in 1994, The provision for 
credit losses is reviewed on 


pages 47-48. 


OTHER INCOME 

One of the bank’s key 
strategic priorities has been to 
expand its sources of revenue, 
particularly from fee-based 
businesses. Such income 
diversifies revenues, entails 
low credit risk and thus puts 
little pressure on capital 
ratios. 


The bank’s other income 
has increased from 30% of 
total revenues in 1991 to 
35% in 1995 — well above the 
average for the other major 
Canadian banks. The acquisi- 
tion in 1993 of Royal Trust, 
60% of whose revenues are 
fee-based, is largely responsi- 
ble for this increase. 

As shown in Table 5 on 
page 31, the bank’s other 
income in 1995 declined 
by $62 million or 2% from 
a year ago. Following three 
consecutive years of record 
performance, capital market 
fees fell by $133 million due 
to a cyclical downturn in the 
securities industry in the first 
half of this year. In addition, 
an extra month of Royal 


Trust’s results had added 


Net INTEREST INCOME ON AVERAGE ASSETS AND LIABILITIES (CONTINUED) 


1994 1993 
AVERAGE AVERAGE AVER AGE AVERAGE 
BALANCES (2) INTEREST (3) RATE BALANCES (2) INTEREST (3) RATE 
Seo oe eS +p SS SANs yo = —~% 
75,149 3,372 4.49 64,271 2,967 4.62 
19,268 840 4.36 17,436 758 4.35 
811 45 5.55 502 12 2.39 
101,742 4,257 4.18 87,269 SRB, 4.28 
758 = z= 383 = = 
5,803 188 3.24 3,793 156 4.11 
12,607 510 4.05 11,640 476 4.09 
12,640 566 4.48 11,750 554 4.71 
31,808 1,264 3.97 27,566 1,186 4.30 
133,550 SP 4.13 114,835 4,923 4.29 
3,507 268 7.64 3,205 245 7.64 
5,190 280 5.39 2,466 109 4.42 
142,247 6,069 4.27 120,506 Sy 4.38 
6,069 _ = 5,629 = = 
10,192 = obs 8,249 = = 
158,508 6,069 3.83 134,384 Sey 3.93 
2,240 = z= 2,064 = = 
5,952 = = 6,052 = = 
$166,700 $6,069 3.64% $142,500 $5,277 3.70% 
$166,700 $4,717 2.83% $142,500 $4,454 3.13% 
$134,100 $3,980 2.97% $112,800 $3,647 3.23% 
32,600 737 2.26 29,700 807 Dp: 
$166,700 $4,717 2.83% $142,500 $4,454 3.13% 


$27 million to other income in 
1994. Excluding these two 
factors, other income was up 
$98 million or 5% in 1995. 
Trading revenues rose by 
$46 million or 22%, as clients 
sought greater protection 
from volatile interest rates 
and currency markets this 
year. Trading revenues 
exclude interest income and 
gains and losses relating to the 
bank’s portfolio of investment 
and trading account securi- 
ties, and derivatives used for 
the purpose of hedging the 
bank’s various risk exposures. 
Both these items are included 


in net interest income. 
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Tasie 4 | ANALYsis OF CHANGES IN NET INTEREST INCOME » 
For the year ended October 31 ($ millions) 1994 VS 1993 
INCREASE (DECREASE) 
DUE TO CHANGES IN 
AVERAGE AVERAGE NET 
VOLUME (1) RATE (1) CHANGE 
Assets 
Deposits with other banks $ 127 so $ 158 
Securities 
‘Tax exempt (38) 8 (30) 
Other securities 368 (57) Sik 
Net gains on securities = (169) (169) 
Loans 
Domestic 
Residential mortgages 1,001 (425) 576 
Consumer instalment, credit card and 
other personal loans iy (31) 126 
Business and government loans (82) 106 24 
Assets purchased under reverse 
repurchase agreements 132 (17) 115 
International 
Residential mortgages 5 (3) 2 
Consumer instalment and other personal loans 8 (2) 6 
Business and government loans B) (67) (64) 
Total interest income 1,681 (626) 1,055 
Liabilities 
Deposits 
Domestic 
Consumers 49] (86) 405 
Businesses and governments 106 (24) 82 
Banks 9 24 33 
International 
Consumers 70 (38) 32 
Businesses and governments 42 (8) 34 
Banks 51 (39) 12 
Subordinated debentures 23 i 23 
Other interest-bearing liabilities 168 3 171 
Total interest expense 960 (168) 797 
Net interest income evo $(458) 1763 
Consisting of: 
Domestic $ 647 $(314) $1333 
International 74 (144) (70) 
dor 7 $(458)  $ 263 


(1) Volume/rate variance is allocated based on the percentage relationship of changes in balances and changes in rates to the total net change in net interest 
income on a taxable equivalent basis. 


Revenues from card ser- Deposit and payment Retail deposit service charge 
vices were $22 million or 9% service charges increased rates, however, remained 
higher this year, excluding the $20 million or 3%, after frozen throughout the year. 


$2 million impact of anextra — growing by 2% in 1994. An Royal Bank was the first 
month of Royal Trust results increase in banking machine — Canadian bank to freeze 


in 1994. This year, credit revenues, partially reflecting __ retail service charges in 1992 
card and debit card usage higher transaction volumes, and became the last to remove 
increased, the latter signifi- accounted for $8 million of its freeze when it announced 
cantly. Debit card fees were the increase. Fees from pay- changes to some fees effective 
$27 million this year versus roll processing were up November 1, 1995. 

$13 million in 1994 and $4 million or 10%. Another 

$6 million in 1993. $4 million was attributable to 


deposit service charges, which 
rose due to higher retail 
deposit transaction volumes. 
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TABLE 5 | OTHER INCOME 
For the year ended October 31 ($ millions) 1994 1993 1992 IQQI 
Deposit and payment service charges 
Deposit accounts $ 482 $ 486 $ 500 $ 467 
Payroll processing 42 38 36 33 
Other payment services 137 125 118 101 
661 649 654 601 
Capital market fees 567 456 356 258 
Investment management and custodial fees 278 101 82 69 
Card service revenues 258 203 183 197 
Trading revenues 205 228 239 238 
Mutual fund revenues 202 64 By) 16 
Credit fees 156 152 152 162 
Foreign exchange revenues, other than trading 134 107 115 101 
Revenues from insurance-related activities 100 61 32 31 
Loss on disposal of premises and equipment (5) (14) (10) (4) 
Other 96 63 al 68 
Total $2,652 $2,070 $1,911 Silo 
TaBLeE 6 | Assets UNDER ADMINISTRATION AND MANAGEMENT 
As at September 30 ($ millions) 1994 1993 
Assets under administration (1) 
Institutional trust and securities custody $274,700 $218,700 
Personal trust and securities custody 58,200 43,900 
Retail mutual funds 12,900 10,300 
Mortgage-backed securities 1,000 1,400 | 
Total $346,800 $274,300 
Assets under management (2) 
Institutional trust and securities custody $14,700 $11,800 
Personal trust and securities custody 11,500 11,000 
Retail mutual funds 12,900 10,300 
Total $39,100 $33,100 


(1) Assets which are beneficially owned by clients and, therefore, are not reported on the bank's balance sheet. Services associated with these assets include the 
safekeeping of securities, the collection of income from securities, the settlement of transactions and record-keeping. 

(2) Assets which are beneficially owned by clients and, therefore, are not reported on the bank’s balance sheet. Services associated with these assets include the 
selection of investments and the provision of investment advice. A significant portion of these assets are also administered by the bank. 


Investment management 
and custodial fees were up 
$18 million or 7% from a year 
ago, excluding $10 million 
relating to last year’s extra 
month of Royal Trust results. 
Assets under management 
rose by 3% to end the year 
at more than $40 billion. 

Foreign exchange rev- 
enues, other than trading, 
which relate principally to 
revenues generated from 
clients in the bank’s branches, 
were up $6 million or 4%. 


Mutual fund fees were 
$6 million lower than in 1994, 
excluding a $6 million impact 
from last year’s extra month 
of Royal Trust results. The 
decline reflected a $1.5 billion 
reduction in average mutual 
fund assets this year to 
$11.6 billion in 1995. After 
declining to $11.2 billion at 
March 31, 1995, when higher 
interest rates led investors to 
opt for the bank’s guaranteed 
investment certificates and 
other investment accounts, 
asset volumes increased later 
in the year. 


The bank expects most 
categories of other income to 
record growth in 1996. The 
extent of this growth will 
largely depend on conditions 
in the securities industry, and 
on the direction and volatility 
of interest and exchange rate 


movements. 
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TasLe 7 | Non-InTEREST EXPENSES . 
For the year ended October 31 ($ millions) 1994 1993 1992 19g! 
Human resources 
Compensation $2,368 $2,034 $1,901 $1,840 
Benefits 307 276 5S) 232 
ATE: 2,310 2,160 2,072 
Occupancy 
Premises rent 247 227 223 206 
Rental income from properties (65) (64) (68) (71) 
182 163 155 135 
Premises repairs and maintenance 110 101 96 91 
Depreciation 9 70 64 59 
Property taxes 5p) 46 50 47 
Energy 40 38 35 32 
478 418 400 364 
Equipment 
Depreciation 244 207 203 188 
Computer rental and maintenance 197 167 152 126 
Office equipment rental and maintenance 19 22 22 21 
460 396 347 835 
Communications 
Telecommunications 140 120 122 120 
Postage and courier 128 111 103 102 
Marketing and public relations 96 he 70 66 
Stationery and printing 86 74 La 84 
450 SH! ee: SZ 
Other ’ 
Professional fees 113 86 88 Les 
Business and capital taxes gy 120 136 i 
Deposit insurance 100 62 I 50 
Travel and relocation ial ay) Di 63 
Amortization of goodwill 48 SB) 19 18 
Employee training yy. Be Ue: 28 
Donations 17 14 4 12 
Other 83 80 57 88 
576 478 449 445 
Non-interest expenses before 
restructuring costs 4,639 3,979 3,758 3,588 
Restructuring costs — 410 130 = 
Total $4,639 $4,389 $3,888 $3,588 
NON-INTEREST EXPENSES — computers and automated Compensation expenses 
In 1995, non-interest banking machines this year, were down $125 million or 
expenses stayed at the previ- and an extra month of 5% this year, reflecting lower 
ous year’s level. expenses for Royal Trust in average business volumes at 
However, core non- 1994 totalling $44 million. RBC Dominion Securities 
interest expenses were up This $44 million consisted (whose compensation 1s 
$80 million or 2% in 1995, of $19 million of human closely tied to performance), 
with $38 million attributable resource costs, $7 million of lower average staff levels at 
to higher deposit insurance occupancy costs, $5 million the bank due to downsizing 
premiums and the impact ofa of equipment expenses, initiatives instituted earlier, 
moratorium on banks’ access $4 million of communications and one less month of 
to research and development _ costs and $9 million of other expenses for Royal Trust. 
tax credits. Core expenses expenses. Benefit costs were $13 million 
exclude RBC Dominion As in the past, human or 4% higher due to an 
Securities’ costs, $44 million resource costs accounted for increase in benefit claims. 
of additional expenses related more than 50% of total non- 
to an acceleration in the interest expenses in 1995. 
depreciation of personal 
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At the beginning of 1995, 
the bank had expected to 
reduce its workforce by 1,000 
positions during the year. 
However, at year-end 1995, 
the bank’s workforce of 
49,011 was down 197 posi- 
tions from the end of 1994. 

Two major factors con- 
tributed to the higher than 
expected staff levels this year. 
First, demand for telephone 
banking from the bank’s 
Royal Direct national tele- 
phone banking service in 
Moncton, New Brunswick, 
far exceeded expectations. 
Second, RBC Dominion 
Securities expanded its pres- 
ence in New York and, in the 
second half of 1995, increased 
its penetration of the higher- 
end retail market. Growth in 
these areas required higher 
staff levels than had previ- 
ously been anticipated. 

By the end of 1996, the 

/ bank’s objective is to have 
approximately 1,000 fewer 
positions. This reduction, to 
be achieved largely through 
normal attrition, will result 
from the increasing use of 
alternative delivery channels 
and further streamlining of 
back office processes through 
new technology applications, 
including a new cheque 
image capture and recogni- 
tion system. 

Occupancy costs declined 
$25 million or 5% as the 
number of domestic service 
delivery units fell by 19 this 
year and 135 units in 1994. 
Additional opportunities to 
reduce the traditional branch 
network will be pursued in 
the future. The bank expects 
reductions in each of the next 
two years exceeding the level 
achieved in 1995. 

Equipment costs were up 
$46 million or 10%, reflecting 


the previously-mentioned 


acceleration in the deprecia- 
tion of the bank’s personal 
computers and banking 
machines. 

Communication expenses 
were up $11 million or 2%, 
largely due to higher market- 
ing and public relations costs. 

Other expenses rose by 
$78 million or 14%, of which 
$38 million related to the pre- 
viously-mentioned morato- 
rium on banks’ access to the 
research and development tax 
credits (included in “other” 
other expenses) and higher 
deposit insurance premiums. 
The latter-were up $16 mil- 
lion, reflecting the full-year 
impact of an increase in 
deposit insurance rates, effec- 
tive May 1, 1994, to .17% of 
insurable deposits from the 
previous level of .13%. In 
addition, the bank’s insurable 
deposits increased by approxi- 
mately $3 billion to $68 billion 
at the end of 1995. 

In addition, the bank 
recorded higher professional 
fees relating to its cost reduc- 
tion initiatives. Commitment 
to employee training also 
resulted in higher expenses 
this year. 

The bank’s productivity 
ratio (non-interest expenses as 
a percentage of total revenue) 
was 63.5% in 1995 compared 
to 63.0% a year ago. 

Excluding RBC Dominion 
Securities’ expenses and 
unusual LDC gains in both 
1995 and 1994, this year’s 
higher depreciation expenses, 
and the extra month of Royal 
Trust’s revenues and expenses 
a year ago, the productivity 
ratio was 61.9% in 1995 versus 
62.5% in 1994. 

The bank expects expense 
growth in 1996 to be in line 
with the rate of inflation. 
While there will be further 
streamlining of the branch 
network, the bank will con- 
tinue to invest in alternative 
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delivery channels and high- 
growth fee-based businesses. 


INCOME AND OTHER TAXES 

As shown in Table 8 on 
page 34, total income and 
other taxes were $1,260 mil- 
lion in 1995, up from 
$1,055 million in 1994 due to 
higher earnings and an 
increase in the bank’s effective 
tax rate. 

Income taxes were 
$817 million this year com- 
pared to $609 million a year 
ago. This year’s amount 
comprised $755 million as 
reported in the Statement of 
Income, $22 million relating 
to the hedging of investments 
in foreign operations, and a 
taxable equivalent adjustment 
of $40 million. The $40 mil- 
lion represents income taxes 
that would have been paid on 
interest received from low- 
rate loan substitute securities 
if it was taxable. 

Loan substitute securities 
comprise income debentures, 
small business bonds and 
qualifying preferred shares. 
As shown in Note 3 to the 
financial statements on 
page 67, the bank had a 
$662 million portfolio of such 
securities at October 31, 1995 
on which it earns substantially 
lower income than on loans 
bearing similar risk, but this 
income is not taxed. 

The bank’s effective tax 
rate was 37.0% in 1995, up 
from 35.2% in 1994 due 
largely to new federal tax 
measures discussed below. As 
outlined in Note 12 to the 
financial statements on 
page 73, the bank’s effective 
tax rate differs from the com- 
posite federal and provincial 
statutory income tax rate of 
42.7% due to lower tax rates 
for certain domestic and 
international subsidiaries and 
the tax-exempt nature of its 
loan substitute securities. 
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IN 1995. 


THE BANK EXPECTS 
EXPENSE GROWTH 
IN 1996 TO BE IN LINE 
WITH THE RATE OF 
INFLATION. 
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TABLE 8 


INCOME AND OTHER TAXES 


For the year ended October 31 ($ millions) 


Income taxes 


In income 
In retained earnings (1) 


Other taxes 
Payroll taxes 


Provincial capital taxes 
Property taxes 


Business taxes 


Total 


As reported in the financial statements 


Taxable equivalent adjustment 


Goods and services tax, and sales taxes 


Effective tax rate (2) 


1994 1993 1992 1991 
$ 655 §(5) $ (65) $ 495 
(95) (90) (128) 66 
560 (95) (193) 561 
49 61 65 73 
609 (34) (128) 634 
144 123 121 110 
130 112 113 102 
ae, 76 88 67 
55 46 50 47 
4() 44 48 45, 
446 40] 420 371 
$1,055 $367 $292 $1,005 
35.2% 2 


- 33.1% 


(1) The income taxes reported in retained earnings principally relate to the hedging of foreign currency exposure on foreign operations. 
(2) Income taxes reported in income as a percentage of net income before taxes. The tax rates for 1993 and 1992 are not meaningful. 


1,260 


1,055 


1,005 
367 
292 | 


INCOME AND 
OTHER TAXES 


($ MILLIONS) 
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Note 12 also shows that 
the total income tax charge of 
$777 million, before the tax- 
able equivalent adjustment, 
included $386 million of cur- 
rent income taxes, most of 
which were payable to 
Canadian federal and provin- 
cial governments, and 
$391 million of deferred 
income taxes. The deferred 
taxes contributed to a 
$344 million reduction 
in the net deferred tax asset 
between year-end 1994 and 
October 31, 1995. Deferred 
taxes arise from timing differ- 
ences in the determination of 
income for financial state- 
ment purposes and for tax 
reporting purposes. 

The bank’s net deferred 
tax asset of $1.3 billion, shown 
in Note 12 to the financial 
statements on page 74, relates 
mainly to prior years’ credit 
losses recorded by the parent 
bank (largely in 1992 and 
1993) that could not be 
claimed since the parent 
bank had insufficient taxable 
income. In those years, earn- 
ings came largely from 


subsidiaries which paid taxes 
based on their taxable income. 
Canada does not allow tax 
consolidation, whereby losses 
in one group company can be 
applied against taxable 
income in other group com- 
panies. A portion of these 
credit losses was claimed by 
the parent bank against 1994 
and 1995 taxable earnings. 

It is anticipated that these tax 
deductions will continue to 
be claimed in future years, 
thereby further reducing the 
deferred tax asset. 

Table 8 also shows that 
other taxes, that is those not 
specifically tied to income, 
were $443 million in 1995, 
virtually unchanged from the 
1994 level. 

Provincial capital taxes 
remained at $77 million this 
year. It should be noted that 
few countries impose capital 
taxes and, of those that do, 
Canada’s rates on financial 
institutions are among the 
highest in the world. 

Business taxes, levied by 
municipalities, were $39 mil- 
lion, largely unchanged from 
last year. 


Property taxes were down 
$6 million, reflecting a more 
streamlined service delivery 
network. 

Payroll taxes include the 
bank’s contributions to the 
Canada and Quebec pension 
plans, provincial health pro- 
grams and unemployment 
insurance. These taxes were 
basically unchanged this year. 

Recent Developments: 

The federal government’s 
February 1995 budget con- 
tained a number of tax mea- 
sures affecting bank taxes, 
including a 12.5% increase 

in the Large Corporations 
Tax rate (a tax levied on the 
capital of corporations with 
capital exceeding $10 million), 
a 33% rise in the surtax on 
federal corporate tax on tax- 
able income, a new temporary 
capital tax surcharge applica- 
ble only to deposit-taking 
financial institutions, and a 
moratorium on banks’ 
research and development 

tax credit claims. 


MANAGEMENT’ S 


DISCUSSION 


AND ANALYSIS Il 


| Tape 9 | ConDENSED BALANCE SHEET 
As at October 31 ($ millions) 1994 1993 1992 IggI 
Assets 
Cash resources $ 16,449 $ 10,874 $ 10,938 $ 8,820 
Securities 27,695 24,011 16,146 13,436 
Residential mortgages 44,086 43,738 32,607 29,103 
Consumer instalment, credit card and 
other personal loans 19,758 19,508 17,928 17,290 
Business and government loans 46,283 47,919 48,995 Sul siayil 
Assets purchased under reverse 
repurchase agreements 5,259 5,304 607 600 
Customers’ liability under acceptances 6,205 6,302 Do, 7,210 
Other 7,344 7,285 3,515) 4,542 
( $173,079 $164,941 $138,293 Sig2.352 
Liabilities and shareholders’ equity 
Consumer deposits $ 85,214 $ 84,696 $ 67,648 $ 64,332 
Deposits from businesses, governments 
and banks 50,601 45,703 44.574 40,690 
Obligations related to assets sold under 
repurchase agreements phen al 2,999 787 641 
Obligations related to securities sold short 5,569 5,362 3,628 2,650 
Other liabilities and acceptances 14,288 275 11,023 13,201 
Subordinated debentures 3,477 3,442 Bele 3,076 
Shareholders’ equity 8,589 73930 7,506 7,762 
i $173,079 $164,941 $138,293 $132,352 


DIscUSSION OF THE 
BALANCE SHEET 
OVERVIEW 

Note | to the financial 
statements on pages 64-65 
presents significant account- 
ing policies which largely 
relate to the bank’s loans, 
securities and other balance 
sheet items. 

As shown in Table 3 on 
page 28, average assets in 
1995 were $173.1 billion, an 
increase of $6.4 billion or 4% 
from 1994. This was mainly 
due to higher volumes of 
liquid assets, reflecting lim- 
ited opportunities to add 
profitable loan business. 

As shown in Table 9, total 
assets at October 31, 1995 
were $10.6 billion or 6% 
higher than at year-end 1994, 
reflecting higher volumes of 
loans and securities. 


CASH RESOURCES AND 
SECURITIES 

Cash resources, consisting 
largely of deposits with other 
banks, were up $1.3 billion in 
1995, while securities were 
$5.0 billion or 18% higher. 

Investment account securi- 
ties rose by $3.4 billion or 22% 
in 1995, due largely to an 
increase in the bank’s hold- 
ings of Canadian government 
bonds. Trading account secu- 
rities, which are purchased 
for resale over a short period 
of time and are shown on the 
balance sheet at their market 
value, were $1.8 billion or 
17% higher, reflecting larger 
holdings of securities. 

As shown in Note 3 to 
the financial statements on 
page 67, the market value of 
the bank’s investment account 
securities exceeded their 
carrying value by $231 million 
at the end of 1995, compared 
to a $272 million shortfall at 
October 31, 1994. 


Strong gains in the Canadian 

bond market during the latter 
part of the year accounted for 
the increase. 


LOANS AND BANKERS. 
ACCEPTANCES 

Total loans at October 31, 
1995 were up $4.2 billion or 
4% from a year ago. 

Residential mortgages 
grew by $1.0 billion or 2% in 
1995, despite higher short- 
term interest rates in 1995 and 
the use of aggressive pricing 
strategies by a number of 
competitors. The average 
one-year mortgage rate was 
8.7% during 1995 compared 
to 8.0% a year ago. 

The bank’s market share 
of residential mortgages, at 
14.0% among all Canadian 
financial institutions, con- 
tinued to lead the Canadian 
financial services industry 
by a wide margin. 


41% 


W@ susiness AND GOVERNMENT LOANS 


@ resipENTIAL MORTGAGES 
@ orHER CONSUMER LOANS 
MD assets PURCHASED UNDER REVERSE 


REPURCHASE AGREEMENTS 


4% | 


TOTAL LOANS 
COMPOSITION 


(As AT OCTOBER 31, 1995) 
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ConsuMER LOANS AND DEPOSITS 


As at October 31 ($ millions) 


Consumer loans (1) 


Total loans 


Consumer loans as a percentage of total loans 


Consumer deposits 


Total deposits 


Consumer deposits as a percentage 


of total deposits 


OM SP) noo TOOT 94 
$ 63,844 $ 63,246 $50,535 $46,393 
$115,386 $116,469 $100,137 $98,344 

55% 54% 50% 47% 
S. O24 $ 84,696 $ 67,648 $ 64,332 
$135,815 $130,399 $112,222 $105,022 

63% 65% 60% 61% 


(1) Residential mortgages, consumer instalment, credit card and other personal loans. 


CoNSUMER DEPOSITS 
TO TOTAL DEPOSITS 
HIGHEST IN CANADIAN 
BANKING SECTOR. 
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It was, however, down 
slightly from 14.3% at year- 
end 1994 as mortgage 
volumes at Royal Trust 
declined. Some of these mort- 
gages had been granted at 
discounted rates prior to the 
bank’s acquisition of this 
subsidiary in 1993. At renewal, 
they were not offered at the 
same discounted terms. 

Consumer instalment, 
credit card and other personal 
loans were $510 million or 3% 
higher in 1995, following a 
$250 million or 1% increase 
a year ago. The bank contin- 
ued to lead the Canadian 
financial services industry 
with a market share of 16.3%. 
However, this was down 
from 17.2% in 1994 due to the 
bank’s focus on profitability 
in an environment charac- 
terized by intense price 
competition. 

As outlined in Table 10, 
consumer loans have grown 
from 47% of total loans in 
1991 to 55% 1n11 995) Ths 
development is positive given 
the very low loss ratio on resi- 
dential mortgages and the 
importance of all consumer 
loans in developing profitable 
client relationships. 

Business and government 
loans were up $3.3 billion or 
7%, reflecting increases of 
$3.4 billion in call loans and 
other short-term credits, 
which are fully secured by 
government securities. Loans 
to banks were up $400 mil- 
lion, while other business 


loans declined by $500 mil- 


lion, partially reflecting 

a bulk sale of commercial real 
estate loans completed 
towards year end. This sale 
had no significant impact on 
this year’s earnings. Details 
about this bulk sale are pro- 
vided on page 40. 

Bankers’ acceptances were 
$95 million or 2% higher in 
1995 following a 2% decline 
a year ago, as a wider spread 
between the rates on these 
instruments and the prime 
rate made them more attrac- 
tive to borrowers this year. 

For 1996, the bank expects 
residential mortgage and 
other consumer loan volumes 
to show higher growth than 
in 1995, based on expectations 
of lower interest rates and the 
bank’s commitment to 
increasing its share of these 
markets in Canada through 
innovative product develop- 
ment and a focus on sales, 
quality service and advice. 
However, business loans 
may not show much growth 
as the bank continues to 
focus on reducing industry 
concentrations and weaker 
loan exposures. 


DEPOSITS 

Total deposits increased 
$7.7 billion or 6% from a year 
ago, following a 4% increase 
in 1994. 

Consumer deposits rose 
by $4.7 billion or 6% in 1995, 
as higher interest rates led 
investors to shift from mutual 
funds to guaranteed invest- 
ment certificates (GICs) and 


other investment accounts. As 
shown in Note 8 to the finan- 
cial statements on page 70, 
fixed-term consumer deposits 
(including GICs and term 
deposits) increased by close to 
$6.0 billion, while consumer 
deposits payable after notice 
were $1.3 billion lower. 

Deposits by businesses, 
governments and banks were 
up $3.0 billion or 6% from a 
year ago, after rising 11% 
between 1993 and 1994. This 
year’s increase reflected 
higher liquidity levels among 
business customers, particu- 
larly in the fourth quarter. 

As shown in Table 10, 
consumer deposits were 63% 
of total deposits at October 31, 
1995, unchanged from a year 
ago and the highest such ratio 
in the Canadian banking 
sector. This is a significant 
competitive advantage since 
consumer deposits are more 
stable and less expensive than 
wholesale funds. With a con- 
sumer deposit market share 
of 17.1% among all Canadian 
financial institutions, Royal 
Bank is the market leader 
by a wide margin. 

The bank’s domestic 
Canadian dollar consumer 
deposits accounted for 77% of 
total domestic Canadian 
dollar deposits at year end. 


Risk MANAGEMENT 
REVIEW 
OVERVIEW 

Improving its credit qual- 
ity and risk profile remains 
one of the bank’s key strategic 
priorities. Among the risks 
which must be effectively 
managed to avoid losses are 
credit, environmental, liquid- 
ity, market and operational 
risks. 

The bank employs an 
integrated approach to risk 
management which recog- 
nizes the close relationship 
between these different forms 
of risk. Risk management 
specialists work in partner- 
ship with the bank’s eleven 
business groups, twelve geo- 
graphic areas and other 
functions in identifying and 
assessing risk, ensuring it is 
being effectively managed, 
and monitoring results. 

Forward-looking strate- 
gies are established for clients, 
industry sectors and country 
exposures, as well as for 
market and liquidity risks 
related to the bank’s balance 
sheet and off-balance sheet 
activities. Concentrations are 
reduced to maintain a prop- 
erly balanced portfolio and 
early warning systems are 
used to detect problems 
before losses occur. 

Highly skilled and moti- 
vated people are crucial for 
effective risk management. 
The bank seeks to hire and 
retain the best risk managers, 
and gears its training, com- 
pensation and performance 
review practices to encourag- 
ing and reinforcing a risk 
management culture 
throughout the organization. 

At the top of the bank’s 
risk management structure is 
the Risk Policy Committee of 
the Board of Directors, which 
reviews major risk manage- 
ment policies and strategies 
and oversees senior manage- 
ment activities to control risk. 


Under its supervision, 
management’s Group Risk 
Committee, chaired by the 
chief executive officer, deter- 
mines the overall risk 
management policies and 
strategies for the bank and 
reviews specific exposures 
that exceed certain size and 
risk levels. Its members 
include the bank’s four vice- 
chairmen and the executive 
vice-presidents of Risk 
Management and Corporate 
Treasury. 

The Group Risk 
Committee and the Risk 
Policy Committee review 
significant exposures to 
corporate, bank and sovereign 
borrowers and review strate- 
gic limits for countries and 
industries. The significance of 
the exposure is determined by 
the risk rating of the respec- 
tive borrower, country or 
industry. All problem bor- 
rowers with exposures in 
excess of $100 million are 
reviewed by both committees. 

Reporting to the Group 
Risk Committee are the Risk 
Management Committee, 
which creates policies and 
strategies relating to credit 
risk exposures, and the Asset 
and Liability Committee 
(ALCO). Chaired by the head 
of a newly-formed Corporate 
Treasury division, ALCO 
oversees all aspects of market 
and liquidity risk, including 
the bank’s interest rate risk 
management activities. 

Liquidity and funding 
policies and procedures pro- 
posed by the bank’s Corporate 
Treasury group are reviewed 
by ALCO, approved by the 
Group Risk Committee and 
also reviewed annually by the 
Audit Committee on behalf 
of the board of directors. 

Global limits for market 
risk exposure are established 
through a formal process 
which includes an assessment 
of the risk/reward trade-off 
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for the product or activity 
and the development of a 
recommended limit for the 
maximum risk exposure. 
These limits are reviewed by 
ALCO and approved by the 
Group Risk Committee. 

The bank’s interest rate 
risk management policies are 
also reviewed by ALCO and 
approved annually by the 
Audit Committee on behalf 
of the board of directors. 


CREDIT RISK 
MANAGEMENT 

Credit losses can occur 
if a borrower or counterparty 
does not fully honour its con- 
tractual obligations to the 
bank. These obligations can 
involve loans, commitments, 
guarantees and derivative 
contracts with positive 
market values. Credit risk 
related to derivatives is dis- 
cussed on pages 53-54. 

Significant credit losses 
occurred in 1992 and 1993, 
due largely to a concentration 
of exposure to commercial 
real estate and to some large 
individual accounts. Since 
then, exposures to weaker sec- 
tors and borrowers have been 
significantly reduced, for- 
ward-looking strategies have 
been set for the bank’s 650 
accounts with exposures of 
over $50 million, the credit 
approval process has been 
streamlined, training pro- 
grams improved, and risk and 
account managers made more 
accountable for credit quality. 

In seeking to improve the 
quality of its credit portfolio, 
the bank is committed to a 
number of important princi- 
ples, among them: 
» Reducing risk by spreading 
it effectively across clients, 
industry sectors, terms, prod- 
ucts and geographic areas. 
» Not sacrificing portfolio 
quality for growth, even in 
good economic times. 
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EARNING ASSETS BY LOCATION oF ULTIMATE RISK (1) 


As at September 30 ($ millions) 


Canada 
United States 
Europe 
United Kingdom 
Germany 
France 
Switzerland 


Other 


Latin America and Caribbean 
Brazil 
Bahamas 
Argentina 
Mexico 
Puerto Rico 


Other 


Asia Pacific 
Japan 


Other 


Country risk provision 
Total 


1994 1993 1992 1991 1991 
$123,567 $118,695 _$ 98,662 $ 93,748 79.1% 

13,961 13,757 11,637 8,666 7.3 
5,896 5,826 4,978 4,857 4.1 
1,768 1,154 1,130 910 8 
1,506 1,498 1,249 1,313 i 
1,191 686 425 766 6 
2,469 2,526 2,309 2132 1.8 
12,830 11,690 10,091 9,978 8.4 
1,231 1,234 1,202 1,128 1.0 
962 1,025 889 821 4) 
442 385 385 394 3 
741 572 857 606 S 
385 435 861 887 a 
1,519 1,443 1,163 1,076 1.0 

5,280 5,094 5,357 4,912 
2,060 1,699 1,910 1,625 1.4 
2,216 1,589 1,279 1,070 9 
4,276 3,288 3,189 2,695 13 
(940) (1,107) (1,383) (1,509) (1.3) 

$158,974 $151,417 $127,553 $118,490 100.0% 


(1) Earning assets refers to loans, securities, and deposits with other banks (including assets funded tn local currencies). The location of ultimate risk 1s the 
country of origin of the borrower/issuer, or of another entity which has guaranteed performance on the exposure. 
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= Being adequately compen- 
sated for the risks the bank 
assumes. 

» Employing consistent risk 
measurements across differ- 
ent businesses and products. 

Based on these and other 
principles, a number of addi- 
tional steps were taken in 
1995 to improve credit risk 
management, including those 
outlined below. 

In early 1995, the bank 
completed the task, started in 
1994, of developing forward- 
looking strategies for 50 
industry sectors, based on 
their size, performance, 
future outlook and capital 
underpinning. Also this year, 
the bank tiered, on the basis 
of credit quality, all major 
existing and potential bor- 
rowers in 38 of the largest 
industry sectors to which it 
lends. From this exercise, a set 
of financial strength indica- 
tors was developed for each 
industry. These indicators are 
used to monitor changes in 
borrowers’ risk profiles. 


The process of establishing 
forward-looking client strate- 
gies was introduced for mid- 
market commercial accounts 
in 1995. By year end, strate- 
gies had been developed for 
about half of the bank’s nearly 
7,000 mid-market commer- 
cial accounts representing 
authorized exposures of 
between $5-$50 million, with 
the remainder to be com- 
pleted in early 1996. 

Also in 1995, more risk 
managers were moved from 
head office and district loca- 
tions to business banking cen- 
tres. Approximately 80% of 
domestic business credit 
applications are now 
reviewed by the bank’s more 
than 100 risk managers 
located in 49 business centres 
across Canada. This is 
increasing support and res- 
ponsiveness to clients, devel- 
oping better teamwork 
between account and risk 
managers, and giving risk 
managers a better under- 
standing of regional and local 
perspectives. 


To enhance expertise 
and ensure greater consis- 
tency in risk assessment, the 
head office Risk Management 
group was reorganized into 
teams of geographic and 
industry specialists during 
1995, matching a similar reor- 
ganization in the bank’s 
Multinational group a year 
ago. Asa result, most business 
clients in major industries 
with exposures of $25 million 
or more now deal only with 
risk and account managers 
who specialize in their 
industry. 

A new credit policy 
manual was completed this 
year, which provides a com- 
prehensive list of credit 
principles, rules and guide- 
lines customized for each 
business group with credit 
risk. The new manual is 
expected to contribute to a 
stronger link between risk 
management and the market- 
ing and business planning 
functions. 
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Loans By INpusTrRy AND By Location oF UttimateE Risk, 
NET oF SPECIFIC AND GENERAL Provisions 


As at September 30 ($ millions) 1994 1993 1992 IggI 
Domestic 
Atlantic provinces $ 6,092 Galles $ 6,168 5 Sly 
Quebec 12,378 12,801 aes 10,912 
Ontario 44,674 45,545 38,157 37,846 
Prairie provinces 14,803 14,883 135050, 12,734 
British Columbia 16,829 16,056 13,605 lal 
94,776 95,450 82,203 78,560 
Consisting of: 
Residential mortgages 43,632 43,244 31,669 28,226 
Consumer instalment, credit card 
and other personal loans LSroue 18,265 17,041 16,451 
Financial institutions 
Assets purchased under reverse 
repurchase agreements EAT 780 468 452 
Other 5,596 4,142 3,169 3,065 
Commercial real estate 4,534 5,468 6,539 7,098 
Manufacturing 2,248 BSD 2.585: 2,629 
Agriculture 2,984 3,004 2,953 2,939 
Forestry and paper products 2,608 3,082 3,560 3,590 
Commercial mortgages 2,097 2,376 691 B37, 
Retail merchandising 1,912 15926 2,080 MDS 
Wholesale merchandising 1,849 PADS | DMS 2,490 
Mining and energy {iol W292 1,464 1,404 
Transportation and communication 986 LZ. 1,334 L231 
Other Swi”) 6,041 6,599 6,375 
94,776 95,450 82,203 78,560 
International 
Canadian risk 1,519 LOS 1,339 1,622 
United States 8,966 10,284 9,592 7,360 
Europe 4,611 5,046 Dols 5,396 
Latin America and Caribbean 4341 4,215 4,791 4,484 
Asia Pacific DAV 1,776 1,489 1,170 
Country risk provision* (297) (1,038) (1,376) (1,509) 
PANNE 21,334 21,148 Lgs523 
Total $115,973 $116,784 $103,351 $97,083 


100.0% | 


* The country risk provision shown has been reduced by $666 million (1994 — $643 million; 1993 — $69 million; 1992 — $7 million), which represents the amount 
deducted from securities in respect of restructured collateralized bonds of less developed countries. 


An improved credit 
watchlist was developed this 
year for introduction across 
the bank in early 1996. It will 
provide an up-to-date status 
report on all potential prob- 
lem accounts and allow for 
immediate feedback from 
account and risk managers 
in the event that a client’s 
circumstances change. 

In addition to these new 
initiatives, a more detailed 
grading system, including a 
series of benchmarks, was 
added to the bank’s risk 
assessment framework in 
1995. The framework is used 


to establish client risk ratings 


through the analysis of com- 
pany and industry factors, 
management quality, finan- 
cial statements and the 
company’s access to alterna- 
tive sources of capital. 
Improvements were also 
made to the bank’s credit risk 
measurement this past year. 
For example, it began using 
an analytical tool that assesses 
the likelihood of default on 
the basis of a company’s 
equity and asset volatility and 
the market value of its debt. 
In addition, new quantita- 
tive approaches to portfolio 
risk analysis have been 
employed to better assess the 


impact of diversification, and 
to measure both expected and 
unexpected losses in the port- 
folio. These techniques also 
permit the bank to identify 
loans that contribute greater 
than average risk to the port- 
folio. This analysis has helped 
to refine the calculation of 
risk-adjusted capital, the basis 
on which the adequacy of 
returns is assessed. Using this 
procedure, if returns are 
deemed inadequate, expo- 
sures are managed down and 
clients are encouraged to uti- 
lize alternative funding 
sources such as the capital 
markets. 
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FIRST BULK SALE 
OF COMMERCIAL REAL 
ESTATE IN CANADA 
COMPLETED IN I99Q5. 
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As indicated in Table 12 
on page 39, no domestic 
industry sector accounted for 
more than 5.3% of total net 
loans compared to 6.1% in 
1994. In addition, the bank’s 
loans to domestic commercial 
real estate were reduced from 
3.9% of total loans in 1994 to 
3.6% in 1995. Management is 
satisfied with the considerable 
progress made in lowering 
the bank’s oustandings to 
commercial real estate, but 
feels that further reductions 
in borrower loan concentra- 
tions are desirable. 

With regard to earning 
assets by location, Table 11 on 
page 38 shows that with the 
exception of Canada and the 
United States, no country 
accounts for more than 4% of 
total earning assets. 


ENVIRONMENTAL RISK 
MANAGEMENT 

While the bank’s opera- 
tions do not pose a significant 
threat to the environment, 
there are a number of envi- 
ronmental risks that must be 
carefully managed to avoid 
losses. 

As a lender, the bank can 
incur losses if a borrower 
cannot repay its loans due to 
the expense of an environ- 
mental clean-up, or if the 
bank becomes directly liable 
for a clean-up because it is 
deemed to have taken owner- 
ship or control of contamin- 
ated property in order to 
recover its funds. In some 
cases, this expense can extend 
beyond the principal value 
of the loan and the collateral 
backing it. 


To manage such environ- 
mental risks, the bank has 
developed detailed environ- 
mental risk assessment 
criteria and procedures and 
provided extensive training 
on their use to all account 
managers. 

The bank also established 
an Environmental Risk 
Management Group in 1993, 
which works closely with a 
cross-section of the bank’s 
business and operational units 
to improve its policies and 
practices relating to the envi- 
ronment. It also works with 
external specialists in con- 
ducting environmental 
investigations when consid- 
ering new exposures and 
resolving existing credits. 

In addition, bank officers 
serve on a number of govern- 
ment working groups in an 
effort to promote fair and 
consistent environmental 
liability laws. 

The bank must conduct 
its own operations in compli- 
ance with environmental 
laws. In 1995, the bank estab- 
lished an executive level 
position, within real estate 
operations, to develop and 
implement a formal system 
to ensure material compliance 
and coordinate efforts to con- 
serve energy, reduce, reuse 
and recycle paper and other 
materials and control wastes. 


COMMERCIAL REAL ESTATE 
Over the last four years, 
considerable progress has 
been made in reducing the 
bank’s outstandings to com- 
mercial real estate, a sector 
that was hit particularly hard 
during the last recession and 
was responsible for the large 
increase in the bank’s problem 


loans and loan losses in 1992 
and 1993. Through a combi- | 
nation of restructurings, 
repayments, loan sales and 
write-offs, the bank’s 
commercial real estate out- 
standings have been reduced 
from a high of just over 

$10 billion in 1991 to $6.2 bil- 
lion at October 31, 1995. 
These outstandings consist 

of loans, bankers’ acceptances 
and off-balance sheet credit 
to construction, development 
and management companies 
worldwide. 

Improving the quality of 
this portfolio and selectively 
reducing its size has been the 
responsibility of a special head 
office group. In 1995, this 
group oversaw the first bulk 
sale of commercial real estate 
outstandings in the Canadian 
financial services industry. 
The sale, completed in 
October 1995, involved com- 
mercial real estate loans and 
property, mainly in metro- 
politan Toronto, the rest of 
Ontario and the U.S.A. The 
sale served to reduce the 
bank’s total commercial real 
estate gross outstandings and 
gross non-accrual loans by 
$382 million and $325 million 
respectively. 

At October 31, 1995, the 
bank owned $135 million of 
foreclosed real estate, down 
from $166 million last year. 

Also, during the past year, 
the bank analyzed the condi- 
tion and future prospects of 
all major Canadian, and some 
international, commercial real 
estate markets. In addition, it 
developed a set of key finan- 
cial strength indicators for 
commercial real estate com- 
panies based on a review of 
major Canadian development 
and management firms. 
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TABLE 13 


CoMMERCIAL REAL ESTATE 


As at October 31 ($ millions) 


ir : 
Outstandings 


Atlantic Canada 
Quebec 

Metropolitan Toronto 
Rest of Ontario 
Prairie provinces 
British Columbia 
Total Canada 

United States 

Other international 


Total 


GROSS OUTSTANDINGS 


ALLOWANCE FOR 
CREDIT LOSSES* 


NET OUTSTANDINGS 


4,872 
929 
436 
$6,237 


ALLOWANCE/ 
GROSS OUTSTANDINGS 


WMA NM co NT We NT DO 


| Non-Accrual Loans (NALs) 


Atlantic Canada 
Quebec 
Metropolitan Toronto 
Rest of Ontario 
Prairie provinces 
British Columbia 

~ Total Canada 
United States 
Other international 


Total 


GROSS NALs 


NET NALs/ 


* Includes the real estate general provision of $100 million in 1995 (1994 — $200 million). 


** Allowance for credit losses as a percentage of related gross non-accrual loans. 


NET OUTSTANDINGS 


COVERAGE RATIO** 


1994 


100% 
IS 


54% 


As shown in Table 13, at 
October 31, 1995 the bank’s 
gross commercial real estate 
outstandings were down 
$1.2 billion or 16% from a 
year ago. This followed 
reductions of $837 million or 
10% in 1994 and $1.2 billion 
or 13% in 1993. 

Gross non-accrual com- 
mercial real estate loans fell 
$753 million or 36% in 1995, 
following a $467 million or 
18% reduction last year. 
Contributing to this year’s 
reduction was the bulk sale 
and the resolution of a 
number of large accounts 
through restructurings and 
repayments. Write-offs 
totalled $453 million in 1995 
versus $678 million in 1994 
and $357 million in 1993. 


The commercial real estate 
portfolio’s coverage ratio (the 
allowance for credit losses 
as a percentage of gross non- 
accrual loans) improved 
slightly from 54% a year ago 
to 55% at October 31, 1995, 
above the average for the 
Canadian banking industry. 


Domestic: Approximately 
80% of the bank’s commercial 
real estate outstandings are 
located in Canada and 36% is 
in metropolitan Toronto, the 
area of Canada hardest hit by 


the last recession. Asa result, ° 


much of the bank’s effort to 
reduce loan concentrations 
has been directed to this 
market. Metropolitan 
Toronto outstandings have 
dropped from 44% of total 
commercial real estate out- 
standings at the end of 1993. 


In 1995, gross outstandings 
in metropolitan Toronto 
declined by $610 million or 
22%, partially reflecting the 
previously mentioned bulk 
sale. This followed a reduc- 
tion of $830 million or 23% in 
1994: 

Gross non-accrual loans in 
metropolitan Toronto fell by 
$519 million or 36% in 1995, 
following a $488 million 
reduction in 1994, The bulk 
sale, the impact of restructur- 
ings and repayments, and 
write-offs accounted for this 
year’s reduction. Write-offs 
were $300 million this year 
compared to $584 million a 
year ago. 
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TABLE 14 


LDC Exposure 


As at October 31 ($ millions) 


Exposure (1) (2 
Brazil 
Argentina 
Venezuela 
Yugoslavia 
Dominican Republic 
Mexico (3) 

Other 


Country risk provision (1) 


Exposure, net of country risk provision 


of exposure 


Country risk provision, as a percentage 


Common shareholders’ equity 


Exposure, net of country risk provision, as a 
percentage of common shareholders’ equity 


1994 EOS Oe BOOT 
$1,170 Siz) $1,362 $1,253 
270 267 387 372 
231 222 2 210 
- 140 141 Kz 
68 76 Ve vs 
SZ = = 961 
34 61 145 1 
IS: 2,021 25329 3,24 
(1,307) Cat) (1,676) (2,174) 
$ 466 $ 606 $ 682 S947. 
74% 70% 71% 70% 
$6,323 $5,682 $5,912 $6,101 
7% 11% 12% 16% 


(1) Exposure in the 52 designated countries represents the face value of cross-border exposure (i.e. excluding locally funded business), net of any specific 
provisions. The exposure and the country risk provision have been grossed up to include previously recorded writedowns on loan exchanges. 

(2) In accordance with the guidelines of the Superintendent of Financial Institutions Canada, short-term trade financing was excluded from LDC exposure 
amounts commencing in 1993. As at October 31, 1995, the face and carrying values of LDC short-term trade financing was $692 million 


(1994 — $353 million). 


(3) Mexico was removed from the list of designated countries in 1992. As at October 31, 1995, the face value of the bank’s Mexican exposure was $234 million 
(1994 — $325 million; 1993 — $324 million; 1992 — $1,129 million) and the carrying value was $158 million (1994 — $248 million; 1993 — $291 million; 


1992 — $851 million). 


on o2 93 94 95 


1,076 


852 


162 


73 
= i | 


DOMESTIC COMMERCIAL 
REAL ESTATE PROVISION 
FOR CREDIT LOSSES 


($ MILLIoNns) 
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Net non-accrual loans 
in metropolitan Toronto 
dropped by $157 million or 
28% in 1995 compared toa 
$10 million or 2% reduction 
in 1994, when the level of 
write-offs was much higher. 
Write-offs generally have 
little or no impact on net non- 
accrual loans as they reduce 
gross non-accrual loans and 
the related allowance for 
credit losses by similar 
amounts. 

As shown in Table 18 on 
page 46, the domestic com- 
mercial real estate provision 
for credit losses (which 
related mostly to the Toronto 
portfolio) declined to $73 mil- 
lion in 1995 from $162 million 
in 1994 and $852 million in 
1993, Last year’s provision 
had comprised $362 million 
of specific provisions and a 
reversal of $200 million of the 
general provision, whereas 


this year’s $73 million provi- 
sion consisted entirely of 
specific provisions. 

For 1996, the bank expects 
further reductions in out- 
standings, non-accrual loans 
and credit losses in its domes- 
tic commercial real estate 
portfolio, based on the eco- 
nomic projections mentioned 


on pages 23-24. 


International: Gross 
exposure in the international 
commercial real estate portfo- 
lio declined by $275 million 
or 18% in 1995, following a 
$171 million increase in 1994, 
This year’s reduction resulted 
partially from the inclusion 
of some U.S. outstandings as 
part of the bulk sale discussed 
earlier. 

Gross non-accrual loans 
in the international portfolio 
were $70 million or 25% 
lower, again reflecting the im- 
pact of the bulk sale on the 
U.S. portfolio. 


LESS DEVELOPED 
COUNTRIES (LDCs) 

As shown in Table 14, the 
face value of the bank’s expo- 
sure to LDCs was largely 
unchanged in 1995, following 
reductions of $248 million 
in 1994 and $337 million in 
1993. Last year’s reduction 
had resulted largely from 
the sale of the bank’s loans 
to Yugoslavia, as well as the 
impact of restructuring agree- 
ments reached with Brazil 
and the Dominican Republic. 

Virtually all of the bank’s 
LDC exposure now consists 
of bonds received in lieu of 
principal or past due interest 
under Brady-type debt 
restructuring plans. 

In the fourth quarter of 
1995, the bank included in 
income $50 million ($30 mil- 
lion after income taxes) of 
proceeds from the sale of 
some past due interest bonds 
that had been received from 
Brazil as part of the restruc- 
turing plan for that country. 
In 1994, the bank had sold 
some Argentine past due 
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TABLE 15 


CHANGES IN Non-AccruaLt Loans 


As at October 31 ($ millions) 


1994 1993 1992 1991 

Gross non-accrual loans, beginning of year $7,582 $7,056 $3,924 $4,203 
Net additions (reductions) in non-accrual loans (1,128) 1,643 ~ 3,639 909 
Less write-offs and translation adjustments (2,030) Cz) (507) (1,188) 
Gross non-accrual loans, end of year 4,424 7,582 7,056 3,924 
Allowance for credit losses, end of year (:) (223310) (4,324) (3,575) (1,908) 
Net non-accrual loans, end of year $2,093 $3,258 $3,481 $2,016 

(1) The allowance for credit losses is shown net of that portion of the country risk provision that ts in excess of non-accrual LDC loans. 

interest bonds for $82 million — prompted a recovery in the As shown in Table 16 on 

($50 million after income surplus to $300 million. This page 44, of the $1.5 billion 

taxes). amount includes the $61 mil- _ reduction in gross non- 

The bank now has LDC lion relating to LDC past due accrual loans this year, 

past due interest bonds witha interest bonds. $683 million occurred in the 

total face value of $100 mil- domestic commercial real 

lion, consisting of $71 million | NON-ACCRUAL LOANS estate sector and another 

of Brazilian bonds, $20 mil- Gross Non-Accrual Loans $652 million was in the x 


lion of Dominican Republic 
bonds and $9 million of 
Argentine bonds. These 
bonds, which had a market 
value of $61 million at year- 
end 1995, are carried on the 
bank’s balance sheet at nil 
value and, when sold, their 
proceeds will be added to net 
Anterest income. It remains 
the bank’s intention to sell 
some or all of these bonds 
when their prices on the 
secondary market are suffi- 
ciently attractive. 

At October 31, 1995, the 
market value of the bank’s 
LDC and Mexican exposures 
exceeded their book value by 
$300 million, down from 
$350 million at the end of 
1994 mainly reflecting the sale 
of Brazilian past due interest 
bonds discussed earlier. 

During the first quarter of 
this year, the market value 
surplus had declined to a low 
of $168 million as a sharp 
devaluation of the Mexican 
peso led to uncertainty about 
the entire Latin American 
region. However, by year-end 
1995, renewed stability and 
greater optimism about the 
region, largely Brazil, 


As shown in Table 15, 
gross non-accrual loans fell to 
$2.9 billion at October 31, 
1995 from $4.4 billion a year 
ago and from a peak of 
$7.6 billion at the end of 1993. 

The $1.5 billion reduction 
in non-accrual loans this year 
reflected write-offs of $1.2 bil- 
lion and net reductions in 
non-accrual loans of $255 mil- 
lion this year. The $255 mil- 
lion compared to $1.1 billion 
last year, which resulted 
primarily from the return to 
performing status of loans 
to Brazil and the Dominican 
Republic, following the 
adoption of Brady-type debt 
restructuring plans for those 
countries. 

The bank is encouraged by 
the continued net reductions 
in non-accrual loans, which 
indicate that the amounts sold 
or returned to performing 
status exceeded new amounts 
classified non-accrual. 


remaining domestic business 
loan portfolio. International 
gross non-accrual loans fell by 
$135 million or 21% in 1995. 
Included in gross non- 
accrual loans at October 31, 
1995 were $270 million of 
loans to companies that were 
paying interest, but which the 
bank believes may experience 
difficulty in the future in 
meeting their principal or 
interest payment obligations. 
The total amount of inter- 
est received on non-accrual 
loans, which is not taken into 
income but is used to reduce 
the principal amount of the 
loan, was $138 million at the 
end of 1995 versus $152 mil- 


lion a year ago. 


Net Non-Accrual Loans 

As shown in Table 16 on 
page 44, net non-accrual 
loans, that is gross non- 
accrual loans less the 
allowance for credit losses, 
declined by $945 million or 
45% in 1995, following a 
$1.2 billion or 36% reduction 
in 1994. Net non-accrual 
loans are now one-third the 
peak level of $3.5 billion at 
year-end 1992. 


MaRKET VALUE OF 
LDC anp Mexican 
EXPOSURES EXCEEDED 

BOOK VALUE 

BY $300 MILLION 

AT YEAR END. 
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(1) Net of allowance for credit losses. 


Taste 16 | Non-Accruat Loans By GEoGRAPHIC AREA AND BY TypE oF BUSINESS 
1994 1993 1992 1991 
As at October 31 ($ millions) GROSS NET (1) NET (1) NET (1) NET (1) 
Domestic 
Atlantic provinces 2 129 $ 88 > 82 $ 51 $ 50 
Quebec 391 265 209 211 214 
Ontario 2,455 1,479 2,207 BNIE 935 
Prairie provinces 717 196 > 434 315 
British Columbia 22 57 254 270 257 
General provision - (300) (550) (325) = 
Total Domestic 3,784 15/85 2,677 2,817 1,771 
Consisting of: 
Business loans 
Commercial real estate (2) 1,809 811 802 817 260 
Small business 320 14, Dae 145 148 
Agriculture 87 i 91 65 118 
Forestry and paper products (3) 20 12 85 180 236 
Other (4) 1,196 510 1,143 1,258 689 
3,432 1,540 B33) 2,465 1,451 
Residential mortgages 202 WS 22) 199 167 
Consumer instalment and other 
personal loans 150 66 117 1S; 153 
Total Domestic 3,784 1,785 DSH I DegoleH! evaval 
International 
United States 236 145 103 189 104 
Europe 220 97 145 121 83 
Latin America and Caribbean 98 56 Til 61 55) 
Asia Pacific 16 10 23 14 3 
Total International, 
excluding LDC loans 570 308 348 385 245 
LDC loans 70 = 233 279 ~ 
Total International 640 308 581 664 245 
Total $4,424 $2,093 $3,258 $3,481 $2,016 
Total loans and acceptances 
Domestic 
Residential mortgages $ 43,525 $ 43,177 $ 32,095 $ 28,515 
Consumer instalment and other 
personal loans 19,228 19,111 S50 17,100 
Business and government loans 
and acceptances 41,581 43,410 39,525 43,485 
Total Domestic 104,334 105,698 89,125 89,100 
International ey 17,073 16,749 16,454 
Total $121,591 $122,771 $105,874 $105,554 
Net non-accrual loans as a percentage 
of related loans and acceptances 
Domestic 
Residential mortgages AG 5% 6% 6% 
Consumer instalment and other 
personal loans B 6 9 9 
Business loans and acceptances Be 5.4 62 22 
Total Domestic ig. 25 25 2.0 
International 1.8 3.4 40 1.5 
Total 1.7% 2.7% 3.3% 1.9% 


(2) Net of general provision of $100 million (1994 — $200 million; 1993 — $400 million; 1992 — $325 million). 
(3) Net of general provision of $150 million in 1993. 
(4) Net of general provision of $200 million (1994 — $100 million). 


44 ROY ALT BAN KO of IG A NOR Di 4 


DAIS CUS SoS: IO"N 
ACONVA IGY:S: Es II] 


MANAGEMENT.’ S 


AND 


TABLE 17 | ALLOWANCE FOR CrepiT Losses 
As at October 31 ($ millions) 1994 1993 1992 1991 
Balance at beginning of year $4,324 $3,575 $1,957 $2,463 
Provision for credit losses 820 1,750 ~ 2,050 605 
Write-offs 
Domestic 
Residential mortgages (44) (18) (13) (4) 
Consumer instalment, credit card and 
other personal loans (234) (240) (234) (206) 
Business loans and acceptances (1,499) (616) (371) (497) 
77) (874) (618) (707) 
International (109) (339) (41) (67) 
(1,886) ClE2 33) (659) (774) 
Recoveries 
Domestic 
Residential mortgages l - = — 
Consumer instalment, credit card and 
other personal loans 45 35 10 23 
Business loans and acceptances 42 62 51 4] 
88 97 61 64 
International — 19 14 is 
88 116 75 TT. 
Gains (losses) realized on sales and exchanges 
of LDC loans (181) (90) ay (313) 
Other, primarily translation adjustments on 
provisions denominated in foreign currencies 37 66 115 (101) 
Royal Trust — balance at date of acquisition - 120 - ~ 
Balance at end of year $3,202 $4 324 $3,575 $1,957 
Allowance for credit losses 
Domestic 
Residential mortgages $° 23 >) 43 $2 es 
Consumer instalment, credit card and 
other personal loans 84 68 66 57 
Business loans and acceptances 1,893 DP Tew) 1,654 282 
2,000 2,893 22. 34] 
International 1202 1,431 1,853 1,616 
Total $3,202 $4,324 $3,575 $1,957 
Non-accrual coverage ratios (1) 
Domestic 
Residential mortgages 11.4% 23.2% 1.0% 1.2% 
Consumer instalment, credit card and 
other personal loans 56.0% 36.8% 30.1% DLT 
Business loans and acceptances Sale 54.1% 43.2% 16.2% 
52.8% 51.9% 40.8% 16.1% 
International, excluding LDCs 46.0% 47.7% 38.2% 36.5% 
Total, excluding LDCs 51.9% 51.5% 40.5% 17.9% | 
(1) Allowance for credit losses as a percentage of related gross non-accrual loans. 
Domestic business loans Net non-accrual loans in consumer loans, which 
accounted for most ($796 mil- the domestic consumer loan account for 54% of the bank’s 
lion) of the decline in net portfolio were $37 million or _ total loans, continue to have 
non-accrual loans this year. 15% lower. Net non-accrual considerably lower non- 
As shown at the bottom of consumer instalment, credit accrual ratios than domestic 
Table 16, net non-accrual card and other personal loans _ business credit exposures. 
domestic business loans declined by $25 million, while 
declined to 1.7% of related net non-accrual residential 
loans and bankers’ accep- mortgages were down 
tances from 3.7% in 1994 and — $12 million. Domestic resi- 
a peak of 6.2% in 1992. dential mortgages and other 
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TaspLeE 18 | Provision FOR CREDIT Lossts BY GEOGRAPHIC AREA AND BY TYPE OF BUSINESS 


For the year ended October 31 ($ millions) 


Provision for credit losses 
Domestic 
Specific provisions 
Atlantic provinces 
Quebec 
Ontario 
Prairie provinces 


British Columbia 


General provision 
Total Domestic 
Consisting of: 
Business loans 
Commercial real estate 
Small business 
Agriculture 
Forestry and paper products 
Other 


Residential mortgages 
Consumer instalment, credit card and 
other personal loans 


Total Domestic 


International 
Specific provisions 
United States 
Europe 
Latin America and Caribbean 
Asia Pacific 


Country risk provision 
Total International 


Total 


Average loans and acceptances 
Domestic 
Residential mortgages 
Consumer instalment, credit card and 
other personal loans 
Business and government loans and acceptances 
Total Domestic 


International 


Total 


Provision for credit losses as a percentage 
of related average loans and acceptances 
Domestic 
Residential mortgages 
Consumer instalment, credit card and 
other personal loans 
Business loans and acceptances 
Total Domestic 


International, excluding country risk provision 


Total, excluding country risk provision 


RO) ¥ CANE BANK of CANADA 


1994 1993 1992 1991 
$ 56 Os 5S $n 58 $ 32 
189 110 199 143 
855 1,297 1,309 317 
(36) 112 204 107 
(28) 40 113 63 
1,036 1,614 1,878 662 
(250) 225 325 se 
786 1,839 2,203 662 
162 852 1,076 49 
184 127 108 93 
(2) 4 19 23 
(24) 173 i 29 
239 446 681 269 
559 1,602 1,957 463 
Di 38 13 5 
206 199 233 194 
786 1,839 2,203 662 
wy 59 72 (1) 
(1) 50 57 26 
16 44 18 18 
(3) 8 2 as 
34 161 147 43 

2 (250) (300) (100) 

34 (89) (153) (57) 
$ 820 $1,750 $2,050 $605 
$ 43,358 $ 33,821 $ 30,342 $ 26,708 
18,715 17,041 170 16,879 
42,719 40,923 42,821 45,524 
104,792 91,785 90,384 89,111 
18,001 17,654 17,084 16,120 
$122,793 $109,439 $107,468 $105,231 
# 1% z = 

1.1% ie 1.4% 1.1% 
i 3.9 4.6 1.0 
8 2.0 2.4 7 
es, 9 9 5S 

7% 1.8% 2.2% 7% 


The bank’s total domestic 
net non-accrual loans 
improved to 0.9% of related 
loans and bankers’ accep- 
tances from 1.7% a year ago 
and a peak of 3.2% in 1992. 

International net non- 
accrual loans were down 
$112 million or 36% froma 
year ago. This followed a 
$273 million decline in 1994 
when LDC net non-accrual 
loans fell to zero from 
$233 million in the prior year 
due to the adoption of Brady 
plans for Brazil and the 
Dominican Republic. 

The bank’s total net non- 
accrual loans fell to 0.9% of 
loans and bankers’ accep- 
tances at October 31, 1995 
from 1.7% a year ago. The 
bank views 1.0% as a target 
evel over a full economic 
cycle and believes that next 
year’s level will remain close 


to this year’s 0.9%. 


ALLOWANCE FOR CREDIT 
LOSSES 

As shown in Table 17 
on page 45, the allowance for 
credit losses declined by 
$533 million in 1995 to end 
the year at $2.7 billion. Write- 
offs this year exceeded provi- 
sions for credit losses. 

As shown in Note 5 to 
the financial statements on 
page 70, specific provisions 
were down $522 million 
this year to $1.4 billion. The 
country risk provision was 
$929 million at October 31, 
1995, of which $59 million 
was applied to LDC gross 
non-accrual loans to maintain 
LDC net non-accrual loans 
at nil. The bank’s general 
provision was $300 million 
at the end of 1995, unchanged 
from a year ago. Of the cur- 
rent $300 million, $100 mil- 
lion relates to commercial real 
estate and $200 million to the 
remaining credit portfolio. 


As shown in Table 17 on 
page 45, the bank’s coverage 
ratio, excluding LDCs, rose to 
60.2% from 51.9% a year ago. 
Upon further excluding the 
general provision, which has 
been established to cover 
potential losses in the credit 
portfolio, the coverage ratio 
would have been 49.8% in 
1995, up from 45.1% in 1994. 

Effective November 1, 
1995, a new standard was 
issued by the Canadian 
Institute of Chartered 
Accountants and a related 
implementation guideline 
was introduced by the 


~ Superintendent of Financial 


Institutions Canada. The 
standard requires that non- 
accrual loans (which will be 
referred to as “impaired 
loans”) be measured based 

on the present value of 
expected future cash flows, 
discounted at the interest rate 
inherent in the original loan. 
Had this standard been in 
place in fiscal 1995, the 
allowance for credit losses 
would have been $130 million 
higher at October 31, 1995, 
net non-accrual loans would 
have been $130 million lower, 
and retained earnings would 


have declined by $75 million. 


PROVISION FOR CREDIT 
LOSSES 

As shown in Table 18 on 
page 46, the provision for 
credit losses in 1995 was down 
$240 million or 29% from a 
year ago, and was more than 
70% lower than the peak pro- 
vision level of $2.1 billion in 
1992. The decline this year 
reflected fewer new problem 
loans and the level of provi- 
sioning already in effect on 
existing problem accounts. 

This year’s provision rep- 
resented .5% of average loans 
and bankers’ acceptances, 
down from .7% last year. 
The .5% was in line with the 
medium-term goal in effect 


MANAGEMENT’ S 
ANALYSIS 


AND 


during 1995, and close to the 
new target goal of .35-.45% 
established at the end of this 
year. 

This year’s entire $580 mil- 
lion provision for credit 
losses consisted of specific 
provisions, whereas the 
$820 million provision in 1994 
reflected specific provisions of 
$1,070 million and a $250 mil- 
lion reversal of the general 
provision ($200 million for 
commercial real estate and 
$50 million for forestry and 
paper product accounts). 
Specific provisions were, 
therefore, down $490 million 
or 46% from 1994 to 1995, 

In the domestic business 
loan portfolio, the total provi- 
sion for credit losses declined 
by $304 million or 54%, to 
.6% of related average loans 
and bankers’ acceptances 
from 1.3% in 1994 and a peak 
of 4.6% in 1992. 

Provisions in the domestic 
commercial real estate and 
the small business loan port- 
folios fell by 55% and 45% 
respectively, while provisions 
in the remaining business 
loan portfolio were down 
by 62%. 

The provision for credit 
losses on domestic residential 
mortgages increased by 
$22 million in 1995, largely 
reflecting the bank’s decision 
to increase the provisioning 
rate on non-accrual loans. 
Residential mortgage provi- 
sions are set on a portfolio, 
rather than individual loan, 
basis. Despite the increase, the 
provision accounted for only 
1% of related average loans. 
The provision for other con- 
sumer loans improved to 1.0% 
of related outstandings from 
1.1% last year. 


DISCUSSION 


=> 


$300 MILLION 
GENERAL PROVISION 
UNCHANGED 
FROM 1994. 


PROVISION FOR CREDIT 
LOSSES ON DOMESTIC 
BUSINESS LOANS 
($ BILLIONS AND % OF AVERAGE 


LOANS AND ACCEPTANCES) 
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TABLE 19 |-EreULDITY 


As at October 31 ($ millions) 


Canadian dollar liquid assets 
Cash and deposits with Bank of Canada 
Deposits with other banks 


Securities (1) 


Foreign currency liquid assets 
Cash and deposits with Bank of Canada 
Deposits with other banks 


Securities (1) 


Total liquid assets 
Cash and deposits with Bank of Canada 
Deposits with other banks 


Securities (1) 


Liquid assets as a percentage of total assets 


Ls, 1993 Oe, LOOT 
$1,023 $ 1,198 $ 1,443 $ 1,298 
2,657 822 234 1,350 
23 Aa. 19,663 1295 O71 
iLife agp 21,683 14,870 WE op 
164 175 73 89 
12,605 8,679 8,188 6,083 
Soy es Ae te 25903 3,003 
18591 13,593 11,166 ola 
1,187 U3/3 Lois 1,387 
T5262 S01 ORL, ASS 
YASS) 2A AY. 15,098 12/4 
$45,718 $35,281 $26,036 $21,614 
26% 21% 19% 16% 


(1) Securities include investment and trading account securities and call loans, but exclude loan substitute securities. 


The international provi- 
sion for credit losses rose by 
$62 million, partially reflect- 
ing higher provisions on a 
U.S. commercial real estate 
account. As a percentage of 
average loans and bankers’ 
acceptances, international 
provisions were .5% this year, 

: close to the bank’s new target 
goal of .35-.45%. 

The bank expects a further 
reduction in the provision for 
credit losses in 1996, albeit a 
smaller reduction than in 
1995. Over the next business 
cycle, the bank’s objective is to 


THE BANK EXPECTS 
A FURTHER REDUCTION 
IN THE PROVISION 
FOR CREDIT LOSSES 


IN 1996. 


: maintain an average ratio of 
between .35% and .45% for 
credit loss provisions as a per- 
centage of average loans and 
bankers’ acceptances. 


LIQUIDITY RISK 
MANAGEMENT 

Liquidity management is 
designed to ensure that the 
bank has the ability to gener- 
ate or obtain sufficient cash or 
its equivalents in a timely 
manner at a reasonable price 
to meet its financial commit- 
ments on a daily basis. Effect- 
ive liquidity management is 
critical to maintaining market 
confidence, protecting the 
capital base and allowing for 
profitable business expansion. 


RO AL BANK o f CANADA 


The bank’s funding 
requirements are determined 
by examining future cash 
flows based on the expected 
maturities of assets, liabilities 
and off-balance sheet instru- 
ments. Limits regarding the 
maximum net outflow of 
funds in a particular period 
are in place. Liquidity reports 
are provided to senior man- 
agement to enable them to 
monitor changes in liquidity 
and react appropriately to 
market developments. 

Liquidity levels main- 
tained by the bank vary in 
response to changes in eco- 
nomic, political, regulatory 
and other operating condi- 
tions. In managing its 
liquidity, the bank also takes 
into account various legal lim- 
itations and tax implications 
of transferring funds between 
business units. Canadian fed- 
eral and certain provincial 
statutes applicable to the 
bank’s federally chartered 
loan and trust company sub- 
sidiaries apply capital 
adequacy, liquidity and 
investment standards to their 
operations. These statutes also 
restrict transactions between 
these subsidiaries and their 
related parties. These restric- 
tions, and legal or practical 


restrictions on the ability of 
other subsidiaries and foreign 
branches to transfer funds to 
the bank, do not affect the 
bank’s ability to meet its 
obligations. 

Contingency plans exist 
for both Canadian dollar and 
foreign currency liquidity to 
satisfy funding requirements 
in the case of general market 
disruption or adverse eco- 
nomic conditions. 

A sound framework for 
managing liquidity includes 
maintaining a sufficient level 
of liquid assets that can be 
readily converted into cash 
without incurring undue 
capital losses. As shown in 
Table 19, the bank’s liquid 
assets, which consist largely of 
deposits with other banks and 
securities, totalled $53.7 bil- 
lion at October 31, 1995, up 
from $45.7 billion at year-end 
1994. At October 31, 1995, 
liquid assets accounted for 
29% of total assets compared 
to 26% a year earlier. 

The bank places most of 
its foreign currency liquid 
assets with other large inter- 
national banks. Foreign 
currency deposits with other 
banks were $14.4 billion or 
30% of total foreign currency 
assets at October 31, 1995, 
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TABLE 20 


As at October 31 ($ millions) 


Canadian dollar deposits 
Consumers 
Businesses and governments 


Banks 


Foreign currency deposits 
Consumers 
Businesses and governments 


Banks 


Total deposits 
Consumers 
Businesses and governments 


Banks 


of total deposits 


Consumer deposits as a percentage 


compared to $12.6 billion or 
31% a year ago. 

Sound liquidity manage- 
-ment also requires a stable 
and diversified funding base. 
The bank’s funding environ- 
ment differs significantly in 
its domestic and international 
markets. Such differences 
relate to the bank’s client base 
characteristics, the nature of 
the deposit market, the bank’s 
market share and regulatory 
environments. 

Table 20 provides details 
of the bank’s deposits. The 
bank’s Canadian dollar 
deposits consist primarily of 
deposits from Canadian con- 
sumers, which are facilitated 
by the bank’s extensive 
domestic branch and banking 
machine network. 

The bank funds its foreign 
currency activities mainly 
through wholesale markets by 
taking deposits from corpo- 
rate clients and other large 
international banks. Since 
wholesale funding accounts 
for a significant portion of the 
international funding base, 
the bank manages its liquidity 
with a view to increasing the 
diversification by depositor 
type and country, extending 
maturity whenever possible, 
and maintaining an adequate 


cash position in foreign cur- 
rencies. 

The bank’s liquidity is 
enhanced by its access to 
global money and capital 
markets and by maintaining 
access to additional funds 
with existing counterparties. 
Such activities require the 
continual development and 
strengthening of relationships 
with a diverse network of 
dealers and counterparties. 


MARKET RISK 
MANAGEMENT 

Market risk is the risk to 
future earnings that results 
from changes in interest rates, 
foreign exchange rates, equity 
and commodity prices and the 
level of volatility of these rates 
and prices. Market risk arises 
in most areas of the bank’s 
operations, including its trad- 
ing activities. The bank has 
established risk management 
policies and limits within 
which exposure to market 
risk is monitored and con- 
trolled. The two main 
components of market risk 
are interest rate risk and for- 
eign exchange rate risk, 
which are discussed later in 
this section. 


TO O4 u995 BOOZ BOOS 
$ 75,910 $ 75,965 $ 59,891 $ 56,443 
21,610 19,961 18,968 L187 
1476 1,710 (it Pov 1,310 
98,996 97,636 80,016 74,940 
OFS OF 8,731 hel Se. 7,889 
14,812 13,820 LZ Ae LDS 
12,703 10,212 NZ 9,640 
36,819 32,763 32,206 30,082 
Spy 2 lt 84,696 67,648 64,332 
oO422 33,781 50}245 29,740 
14,179 WE poe 10,950 
$135,815 $130,399 S112,222 $105,022 
63% 65% 60% 61% 
Market risk associated 
with trading activities is a 
result of market-making and 
positioning activities in the 
foreign exchange, interest 
rate, securities and other mar- 
kets. Market-making involves 
making bid and ask prices to 
other market participants - 


with the intention of generat- 

THE BANK HAS 
ESTABLISHED RISK 
MANAGEMENT POLICIES 
AND LIMITS WITHIN 
WHICH EXPOSURE TO 
MARKET RISK IS 
MONITORED AND 
CONTROLLED. 


ing revenues based on the 
spread and volume. Net open 
positions created as a result of 
these activities are typically 
left open for short periods 
before being hedged or 
offset in the marketplace. 
Positioning involves manag- 
ing market risk positions 
for longer periods to take ° 
advantage of anticipated 
movements in markets and 
thereby enhance profitability. 

The bank’s trading risk 
management process utilizes 
“dollars-at-risk” (DAR) and 
other techniques to monitor 
and control market risks. 
DAR is based on statistical 
estimates of the potential 
losses a portfolio could experi- 
ence due to changes in 
underlying prices over a given 
holding period for a given 
confidence level. DAR takes 


into account numerous 
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TABLE 21 | INTEREST Rate SENSITIVITY POSITION 
As at October 31, 1995 WITHIN TO 6 6 TO 12 1 TO5 | OVER | Rite | “4 
($ millions) 3 MONTHS MONTHS MONTHS YEARS 5 YEARS SENSITIVE TOTAL 
Assets 
Cash and deposits with Bank of Canada $ 1,117. Saeaee 
Deposits with other banks Slee, $ 2,538 Ss Soul $ 145 = 67 16,593 
Securities Oy) 3,468 3,345 13,503 $5,125 Ley B21.0> 
Loans 64,592 9,493 10,753 Sl Sl) 902 2,518 119,577 
Customers’ liability under acceptances 6,300 6,300 
Premises and equipment 1,870 1,870 
Other assets 1,815 40 = = = 3,635 5,490 
$ 84,626 $15,539 $ 15,689 $44,967 $6,027 $16,804 $183,652 
Liabilities and shareholders’ equity 
Consumer deposits $ 47,268 $ 7,690 $ 14,565 $18,153 S40 $ 2;213 «$89,929 
Other deposits 38,274 8,158 2,334 1,093 56 3,647 53,562 
Acceptances 6,300 6,300 
Secured liabilities of subsidiaries 
other than deposits 2,843 - — - — = 2,843 
Other liabilities 7,740 630 B23 2,432 2,703 4,424 18,452 
Subordinated debentures ZS = = 1,056 F358 = 3,534 
Shareholders’ equity 150 ~ ~ - - 8,882 95032 
$ 97,400 $16,478 $ 17,422 $22,734 $4,152 $25,466 $183,652 
On-balance sheet gap $(12,774) § £(939),.. 2S" (5733) $22,233 $1,875 $ (8,662) = 
Off-balance sheet gap (1) 5,420 (1,261) (653) (4,144) 638 = = 
Total interest rate sensitivity gap $ (7,354) $(2,200) $ (2,386) $18,089 $2,513 $ (8,662) eas 
Cumulative interest rate sensitivity gap $ (7,354) $(9,554) $(11,940) $ 6,149 $8,662 - - 


(1) The off-balance sheet gap represents the net notional amounts of off-balance sheet financial instruments, such as forward rate agreements and interest rate 
swaps, which are used to manage interest rate risk. 


THE BANK MEASURES 
INTEREST RATE RISK 
FROM BOTH A CURRENT 
EARNINGS AND 
AN ECONOMIC 


PERSPECTIVE. 
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variables that may cause a 
change in the value of portfo- 
lios, including interest rates, 
foreign exchange rates, secu- 
rities prices, volatilities and 
correlations between these 
variables. The bank’s 
Corporate Treasury group 
calculates, reviews and 
updates the historic volatili- 
ties and correlations that serve 
as the basis for these esti- 
mates. DAR amounts for 
major business units are mon- 
itored on a daily basis. 

In addition to DAR, the 
bank uses other limits such as 
net open positions, notional 
gap limits and notional 
amounts outstanding to con- 
trol market risk exposures. 


Interest Rate Risk Management 
Interest rate risk is the sen- 
sitivity of the bank’s financial 
condition to movements in 
interest rates. Mismatches or 
gaps in the amount of assets, 
liabilities and off-balance 


sheet instruments that mature 
or reprice in a given period 
generate interest rate risk. 
These gaps result from cus- 
tomers’ term preferences, 
strategic positioning to 
enhance profitability and 
transactions such as the 
issuance of fixed rate capital. 
The magnitude of the impact 
on earnings of such gaps is a 
function of the frequency and 
degree of interest rate 
changes, the slope of the yield 
curve and the maturity profile 
of the assets and liabilities. 
The bank can reduce this 
risk by better matching the 
repricing of assets and liabili- 
ties. This can be achieved by 
changing the mix of assets 
and liabilities through mar- 
keting and pricing initiatives 
and through the use of deriv- 
atives and on-balance sheet 
instruments. The mix of on- 
balance sheet instruments and 
derivatives used to manage 
interest rate risk is based on 


many factors including eco- 
nomic conditions, capital and 
liquidity considerations and 
guidelines in place which 
limit exposures by instrument 
and currency. 

The bank seeks to achieve 
a balance between reducing 
risk to earnings from adverse 
movements in interest rates 
and enhancing net interest 
income through correct antic- 
ipation of the direction and 
extent of interest rate changes. 

The bank measures inter- _ 
est rate risk from both a 
current earnings (net interest 
income) and an economic 
(market value) perspective. 
Net interest income risk mea- 
sures the potential impact on 
net interest income over the 
next twelve months of an 
immediate and sustained 
adverse movement in interest 
rates whereas market value 
risk measures the impact 
on the market value of both 
on and off-balance sheet 


; 


, 
i 
i 
; 


; 


— 


instruments from such a 
movement in interest rates. 
Market value risk is the pre- 
sent value of the potential 
change 1n net income over all 
future periods and hence pro- 
vides a leading indication of 
the impact on future earnings 
of an adverse movement 

in rates. 

Given the bank’s interest 
rate sensitivity position at 
October 31, 1995 and assum- 
ing an immediate and 
sustained parallel increase in 
interest rates of 1% across all 
maturities, net income after 
tax would decline by approxi- 
mately $53 million over the 
next twelve months if no 
hedging is undertaken and all 
assets and liabilities reprice by 
this 1% amount. Similarly, 
-common shareholders’ equity, 
in present value terms, would 
be reduced by approximately 
$267 million after tax. 

The bank uses a wide 
range of analytical techniques, 
including gap analysis, dura- 
tion analysis and simulation 
modelling, to monitor and 
manage interest rate risk. 

Gap analysis measures 
the difference between the 
amount of assets, liabilities 
and off-balance sheet instru- 
ments that reprice in specified 
time periods and provides a 
useful framework for mea- 
suring exposure against 
limits. Gap analysis shows 
a position at a particular time 
that can and will be altered 
depending on management's 
outlook on interest rates as 
well as the product and term 
preferences of customers. 

Table 21 on page 50 
provides the bank’s interest 
rate sensitivity position as at 
October 31, 1995 based upon 
the known repricing dates of 
fixed rate assets and liabilities 
and the assumed repricing 
dates of others. The under 
one year gap shows a liability 
sensitive position with an 
exposure to a rising rate envi- 


ronment. Conversely, interest 
rate exposure beyond the one 
year period is to declining 
rates. Positions were affected 
during 1995 by customers’ 
preference for longer-term 
deposits, partially offset by 
additional securities holdings. 
Duration analysis is used 
to measure the bank’s market 
value risk. Duration measures 
the relative sensitivity of the 
value of assets, liabilities and 
off-balance sheet instruments 
to changing interest rates and 
indicates how changes in 
interest rates may affect the 
bank’s economic value. 
Simulation models com- 
plement gap and duration 
analysis by enabling the bank 
to analyze interest rate risk in 
a dynamic context. The 
models incorporate assump- 
tions about pricing strategies, 
growth, volume and mix of 
new business, changes in 
the shape of the yield curve, 
interest rates and other factors 
such as the impact of em- 
bedded product options, 
including mortgage rate com- 
mitments and extendable and 
redeemable deposit instru- 
ments. The models also show 
the impact on market value 
and net interest income of 
various potential hedging 
strategies and economic 
scenarios in order to maximize 
risk/return tradeoffs. The 
assumptions incorporated in 
these simulation models are 
updated regularly to reflect 
changing conditions. 


Foreign Exchange Rate 
Risk Management 

The bank is exposed to 
foreign exchange rate risk in 
both the spot and forward 
foreign exchange markets. 
Spot foreign exchange risk 
arises when the total assets in 
any currency do not equal the 
total liabilities in the same 
currency. Unless there is a 
match between the level of 
assets, liabilities and off- 
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balance sheet items in each 
currency, there is a risk that 
exchange rate movements 
may have a negative financial 
impact. Forward foreign 
exchange market risk arises 
when, for a given currency, 
the amount of purchased for- 
eign exchange contracts that 
settle on a given date differs 
from the amount of sold con- 
tracts that settle on that date. 
Forward foreign exchange 
rates are based on spot rates - 
and interest rate differentials 


between the respective cur- THE BANK USES 


rencies. A WIDE RANGE OF 
To measure foreign ANALYTICAL 
exchange market risk, the TECHNIQUES, 


bank uses the DAR method- 
ology, which relates potential 


INCLUDING GAP 
ANALYSIS, DURATION 
ANALYSIS AND 
SIMULATION 
MODELLING, TO 
MONITOR AND MANAGE 
INTEREST RATE RISK. 


market rate changes directly 
to their impact on pre-tax 
income. It determines, with a 
given confidence level, the 
maximum likely impact of 
currency and interest rate dif- 
ferential movements that : 
could occur over a three day 

period. Since DAR considers 

the correlation between vari- 

ous market rates, it improves 

the accuracy of the measure- 

ment of the impact by empha- 

sizing the effect of likely 

combinations of rate move- 

ments and discounting the 

effect of changes that are less 

likely to occur. Global limits 

for daylight and overnight 

DAR exposure are in place 

and are further controlled 

through sub-limits by cur- 

rency. In addition, the 

notional amount of forward 

mismatches within different 

forward periods are subject 


to limits. 


Orr-BaLaNCE SHEET 
ACTIVITIES 

The bank uses various 
types of off-balance sheet 
instruments in the ordinary 
course of business. These off- 
balance sheet activities can be 
broadly divided into two cate- 
gories: credit instruments and 
derivatives. 
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TARE 22 | DERIVATIVE ConTrRAcTs: NoTIONAL 


As at October 31 ($ millions) 


Interest rate contracts 
Forward rate agreements 
Futures contracts 
Swap contracts 
Options 

Foreign exchange contracts 
Spot and forward contracts 
Futures contracts 
Swap contracts 
Options 

Other (1) 


(1) Comprised of precious metals and equity-linked contracts. 


AMOUNTS 


NOOS. ; 
OTHER THAN 
TOTAL TRADING TRADING 
$ 97,208 $ 92,630 $ 4,578 
Dono 53,289 508 
213,296 245,045 29,693 
59,650 59,260 390 
404,100 SOV AST, 6,963 
605 605 - 
16,530 14,583 1,947 
Ad,DzZ3 41,528 
25394 Me oohs; - 


Most OF THE BANK’S 
DERIVATIVES 
TRANSACTIONS ARE 
Deeks SU OR TDS 
SALES AND TRADING 
ACTIVITIES. 
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CREDIT INSTRUMENTS 

Credit instruments, which 
include commitments to 
extend credit, standby letters 
of credit, financial and non- 
financial guarantees and 
commercial letters of credit, 
are entered into primarily to 
meet the needs of customers. 
These arrangements are 
discussed in more detail in 
Note 16 to the financial state- 
ments on page 77. 


DERIVATIVES 

Derivatives are financial 
contracts whose value is 
derived from interest rates, 
foreign exchange rates or 
equity and commodity prices. 
Derivatives include swaps, 
forwards, futures and option 
contracts. Derivatives are 
either negotiated over-the- 
counter (OTC) contracts or 
standardized contracts traded 
on regulated exchanges. The 
bank uses these instruments 
for trading and for asset and 
liability management pur- 
poses. 

Table 22 shows the 
notional amount of derivative 
contracts outstanding at 
October 31, 1995 and 1994. 
These amounts do not repre- 
sent the credit or market risk 
associated with these con- 
tracts but are acommon 


measure of business volume. 
The notional amounts of 
derivatives are not recorded 
on the balance sheet. 


Derivatives Held or Issued for 
Trading Purposes 

Most of the bank’s deriva- 
tives transactions are a result 
of its sales and trading activi- 
ties. Sales activities involve 
the structuring and market- 
ing of derivative products to 
customers to enable them 
to transfer, modify or reduce 
current or expected risks. 
Trading activities include 
market making — trading 
with the intention of captur- 
ing the spread between bid 
and ask prices, and position- 
ing — managing the market 
risk associated with trading 
positions created by sales and 
trading activities. The bank 
may also engage in derivative 
transactions to hedge trading 
positions and also to take 
proprietary positions in antic- 
ipation of movements in 
markets. Derivatives trading 
activities are conducted 
within prudent risk limits 
and are subject to the market 
risk management processes 
and framework described 


on pages 49-50. 


Derivatives used in trading 
activities are marked to 
market with the resultant 
gains and losses included in 
trading revenues in ‘Other 
income’. Trading derivatives 
are recorded on the balance 
sheet at their estimated 
market values with unreal- 
ized gains and losses (positive 
and negative market values) 
netted and reported in “Other 
assets’ or “Other liabilities’. 

Effective November 1, 
1996, Canadian accounting 
standards will require unreal- 
ized gains to be reported as 
assets and unrealized losses to 
be reported as liabilities. 
Unrealized gains and losses 
may only be netted if the con- 
tracts were executed under 
legally enforceable master 
netting agreements and the 
bank intends to settle with the 
counterparty on a net basis or 
to realize the asset and settle 
the liability simultaneously. 

If this accounting standard 
had already been imple- 
mented, the bank’s assets and 
liabilities as of October 31, 
1995 would have increased by 
approximately $13 billion. 
Implementation of the new 
accounting standard will have 
no impact on Tier | and Total 
capital ratios. 
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TABLE 23 | DeRtvaTIVE CrepDIT Exposure BY COUNTERPARTY TYPE 
| As at October 31 ($ millions) 1994 

REPLACEMENT CREDIT- RISK- 
COST (1) EQUIVALENT ADJUSTED 
(GROSS) AMOUNT (2) BALANCE (3) 
Banks $ 7,934 $12,016 $2,394 
OECD governments 726 1,404 ~ 
Other 2,208 3,341 1,665 
Total $10,868 $16,761 $4,059 


(1) Represents the total current replacement value of all outstanding contracts in a gain position, without factoring in the impact of master netting agreements. 

(2) Comprised of the total current replacement value of all outstanding contracts in a gain position, without factoring in the impact of master netting agreements, 
plus potential exposure calculated in accordance with the capital adequacy requirements of the Superintendent of Financial Institutions Canada. 

(3) Used in the calculation of risk-based capital ratios as shown in Table 25 on page 56. 


The positive and negative 
market values of the bank’s 
derivatives are shown sepa- 
rately in Note 17 to the 
financial statements on 
page 79. 


Derivatives Held or Issued for 
Other Than Trading Purposes 
The bank uses derivatives 
jn connection with its own 
asset and liability manage- 
ment, which includes hedging 
and investment activities. 
Common hedging activities 
include the use of interest rate 
swaps to adjust the bank’s 
exposure to interest rate risk 
and the use of interest rate 
options to hedge prepayment 
and other options embedded 
in consumer products. In 
addition, foreign exchange 
forward contracts are used to 
hedge the bank’s net invest- 
ments in foreign operations. 
Investment activities include 
the use of derivatives as a 
substitute for investments in 
on-balance sheet securities. 
These activities promote bal- 
anced levels of interest rate 
risk and aid in the bank’s liq- 
uidity management activities. 
Derivatives held for other 
than trading purposes are 
accounted for in a manner 
consistent with the account- 
ing treatment afforded to the 
related hedged assets or liabil- 
ities, generally on an accrual 
basis. Revenues and expenses 
related to such derivatives are 
included as adjustments to 
interest income or interest 


expense. The fair value of 
derivatives held for other 
than trading purposes is 
shown in Note 17 on page 79. 
Derivatives held for other 
than trading purposes repre- 
sented 2.7% of total notional 
amounts of derivatives out- 


standing at October 31, 1995. 


Derivatives - Volume and Trend 

The notional amounts of 
the bank’s derivatives as well 
as the fair value of derivative 
instruments held or issued for 
trading and other than trad- 
ing purposes are provided 
in Note 16 and Note 17 to 
the financial statements on 
pages 75-80. 

The bank’s derivatives 
portfolio experienced growth 
during 1995. This increase 
resulted primarily from 
greater use of these instru- 
ments by clients seeking 
protection from volatile cur- 
rencies and interest rates. 


Credit Risk Related to 
Derivatives 

The credit risk exposure 
resulting from derivatives, 
also referred to as the ‘credit- 
equivalent amount’, is 
represented by the current 
replacement value of con- 
tracts with positive market 
values plus an estimate of 
the potential increase in 
replacement values over 
the remaining lives of the 
contracts. 


Current replacement value 
represents the cost to replace a 
contract at current market 
rates should the counterparty 
default. When the contract 
has a positive market value, 
it indicates that the counter- 
party owes the bank and 
creates a credit risk for the 
bank. When the contract has 
a negative market value, the 
bank does not have any credit 
risk because it is the bank 
who owes the current replace- 
ment value to the 
counterparty. 

The credit exposure for 
derivative transactions can 
fluctuate as the price, index or 
rate of the underlying instru- 
ment changes. Potential 
exposure represents an esti- 
mate of the potential future 
exposure of the contract as 
a result of market changes 
and is primarily a function 
of the term to maturity and 
the expected volatility of the 
rate or index underlying 
the contract. 

Bank capital adequacy 
guidelines issued by the 
Superintendent of Financial 
Institutions Canada contain 
standards for measuring 
the credit risk arising from 
derivatives. Table 26 on 
page 57 shows that the 
risk-adjusted amounts repre- 
sent only a small fraction 
of the notional amounts 
outstanding. 


DERIVATIVES HELD 
FOR OTHER THAN 
TRADING PURPOSES 
REPRESENTED 2.7% OF 
TOTAL NOTIONAL 
AMOUNTS OF 
DERIVATIVES 
OUTSTANDING AT 


OcToBER 31, 1995. 
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THE CREDIT RISK 
FROM DERIVATIVES IS 
MANAGED THROUGH 

THE SAME CREDIT 

APPROVAL, LIMIT 

AND MONITORING 

PROCEDURES THAT 

THE BANK USES 

FOR OTHER CREDIT 

TRANSACTIONS. 


DERIVATIVES RECEIVE 
INCREASED MARKET 
RISK MANAGEMENT 

ATTENTION DUE 
TO THEIR UNIQUE 
FEATURES AND 
COMPLEXITY. 
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The credit risk from 
derivatives is managed 
through the same credit 
approval, limit and monitor- 
ing procedures that the bank 
uses for other credit transac- 
tions. Credit utilization is 
compared with established 
limits on a daily basis and 1s 
subject to a standard excep- 
tion reporting process. 

The bank manages its 
derivatives credit exposure by 
dealing with counterparties 
evaluated as creditworthy, 
managing the size, diversifi- 
cation and maturity structure 
of the portfolio and using 
credit mitigation techniques 
such as master netting agree- 
ments. The bank may also 
mitigate counterparty credit 
exposure through the use of 
settlement netting and by 
obtaining collateral where 
appropriate. 

Master netting agreements 
provide for the calculation of 
a single monetary obligation 
if the counterparty defaults 
or upon the occurrence of 
another event such as insol- 
vency or bankruptcy. If such 
an event occurs, the bank 
would have a claim (obliga- 
tion) to receive (pay) only the 
net sum of the positive and 
negative replacement values 
of all individual transactions 
governed by the master agree- 
ment. Although the bank 
actively encourages counter- 
parties to enter into master 
netting agreements, the 
impact of these agreements on 
the bank’s measure of credit 
utilization is only recognized 
where analysis, based on 
appropriate opinions of law, 
supports such recognition. 

Settlement netting 
arrangements provide for the 
offsetting of contractual pay- 
ments and receipts in the 
ordinary course of business 
between the bank and its 
counterparties. 


The impact of master 
netting agreements and settle- 
ment netting arrangements 
on total current credit expo- 
sure is shown in Note 16 
to the financial statements 
on page 76. 

Table 23 on page 53 shows 
the replacement cost, before 
and after netting, the credit- 
equivalent amounts and 
related risk-adjusted balances 
of the bank’s derivatives 
by counterparty type. At 
October 31, 1995, 72% of 
the total credit-equivalent 
amount outstanding was with 
other banks. 

The maturity profile of 
the bank’s derivative instru- 
ments is presented in Note 16 
to the financial statements 
on page 76. The majority of 
the bank’s derivatives are out- 
standing for less than one 
year. The average term of the 
interest rate swaps portfolio is 
approximately 2 years. Close 
to 60% of current credit expo- 
sure for foreign exchange 
forward contracts relates to 
contracts with a remaining 
term of less than three 
months. 


Market Risk Related to 
Derivatives 

The market risk arising 
from derivatives is subject to 
the market risk management 
processes and framework 
described on page 49. 
Measurement and manage- 
ment of the bank’s exposure 
to market risk is only mean- 
ingful when the market risks 
of derivatives and on-balance 
sheet financial instruments, 
such as securities, loans and 
deposits, are aggregated and 
the resulting net exposures 
to interest rate, foreign 
exchange and other market 
risks identified. 

Derivatives receive 
increased market risk man- 
agement attention due to 


their unique features and 
complexity. 

The bank’s Corporate 
Treasury group oversees trad- 
ing risks and is responsible for 
developing and implementing 
comprehensive risk measures, 
policies and limits; monitor- 
ing trading risk exposures; 
and assessing global 
risk/return trends and alert- 
ing senior management to 
adverse trends or positions. 

In addition, the group 
establishes volatility and cor- 
relation parameters of market 
rates and prices for the esti- 
mation of market risks in a 
product or portfolio, and cer- 
tifies the valuation models 


utilized by the bank. 


OPERATIONAL RISK 
MANAGEMENT 

Operational risk is the 
potential for loss caused by a 
breakdown in information, 
communication, processing, 
settlement and legal compli- 
ance systems. It can result 
from systems or procedural 
failures, human error, the 
impact of natural disasters 
and criminal activity. 

While operational risk can 
never be fully eliminated, the 
bank endeavours to minimize 
it through a comprehensive 
system of internal controls 
which are continuously evalu- 
ated by management. Some 
of the key policies and proce- 
dures employed by the bank 
in managing operational risk 
involve segregation of duties, 
delegation of authorities, 
transaction processing, risk 
monitoring and financial and 
managerial reporting. The 
bank also possesses extensive 
back-up capabilities and 
engages in business resump- 
tion planning to ensure 
ongoing service delivery 
under adverse conditions. 
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TABLE 24 | CapriTAL ForRMATION 


For the year ended October 31 ($ millions) 


Internally generated capital 
Net income 
Amounts credited (charged) 
to retained earnings 
Capital from operations 


Dividends 


External financing 
Subordinated debentures 
Preferred stock 
Common stock 


Total increase (decrease) in capital 


In addition, recognizing 
that no amount of controls can 
substitute for highly-skilled 
staff, the bank emphasizes 
training to constantly upgrade 
the competencies of its work- 
force. It also has established a 
formal code of conduct which 
must be reviewed annually by 
each employee. 

A number of specific mea- 
sures are used in minimizing 
operational risk related to the 
bank’s derivative activities. 
For example: 

# Front and back office activ- 
ities are segregated to ensure 
that traders have no access to 
the transaction processing, 
confirmation, and payment 
functions. In addition, the 
risk management functions 
have clear and independent 
authority that is segregated 
from trading activities. 

# Derivatives held for trading 
purposes are valued daily for 
profitability reporting and 
risk management purposes, 
with independent operations 
staff providing verification of 
prices and valuation models 
certified by the Corporate 
Treasury group. 

« Full off-site processing and 
trading systems backup facili- 
ties ensure the reliability of 
the complex computer 
systems on which trading 
personnel depend. 


» Policies and documentation 
standards are in place to mon- 
itor legal risks. 

« Trading executives are pre- 
sent in each of the major 
trading rooms. 

# The bank has a specialized 
training program to ensure 
the development of qualified 
trading staff. 


CapitaL MANAGEMENT 
CAPITAL FUNDS 

Capital consists of 
common shareholders’ equity 
(which includes common 
stock and retained earnings), 
preferred shareholders’ equity 
and subordinated debentures. 
Combined with the size and 
stability of a financial institu- 
tion’s deposit base, capital 
provides an important source 
and measure of financial 
strength. In recent years, reg- 
ulators and rating agencies 
have directed a great deal of 
attention to financial institu- 
tions’ funding sources, 
particularly their capital 
levels. 

In managing its capital, 
the bank balances two major 
objectives — a strong level of 
capital and a high return to 
its shareholders. Decisions 
regarding capital are influ- 
enced by the bank’s expected 
asset growth, future invest- 
ment plans, and the costs and 
term structures of existing 
issues compared to current 


1994 1993 1992 1991 
$1,169 $300 rep OY. $ 983 
4 (12) 4 (11) 
73 288 111 972 
(532) (518) (484) (455) 
641 (230) (373) Sy 
35 SS 51 TAG 
18 654 (67) 515 
- ~ 184 276 
53 969 168 1,568 
$ 694 $739 $(205) $2,085 
and expected interest rate 
levels. 
As shown on the balance 
sheet on page 60, at 
October 31, 1995, total capital 
funds were $12.6 billion, an 
increase of $500 million from a 


a year ago. Table 24 shows 
that the increase resulted 
from a record level of inter- 
nally generated capital this 
year. 

Based on this year’s 
improvement in earnings and 
accordingly its Tier 1 and 
Total capital ratios, the bank’s 
Board of Directors approved 
an increase in the quarterly 
dividend from 29 cents to 
31 cents per common share, 
payable on November 24, 
1995: 


REGULATORY CAPITAL 

Capital for regulatory pur- 
poses differs from capital 
recorded on the balance 
sheet in that goodwill and 
investments in associated 
companies are excluded from 
regulatory capital, while 
non-controlling interests 1n 
subsidiaries are included in 
regulatory capital. As well, 
subordinated debentures are 
amortized by 20% per year 
in the final five years to 


maturity. 


QuARTERLY COMMON 
SHARE DIVIDEND 
INCREASED FROM 

29 CENTS TO 31 CENTS 
IN THE FOURTH 

QUARTER. 
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CaPITAL RaTios 


TABLE 25 


As at October 31 ($ millions) 


Tier 1 capital 
Common shareholders’ equity 
Non-cumulative preferred shares 
Non-controlling interest in subsidiaries 


Less: goodwill (1) 


Tier 2 capital 
Permanent preferred shares and 
subordinated debentures 
Non-permanent preferred shares and 
subordinated debentures (2) 
Non-controlling interest in subsidiaries 


Less: investment in associated corporations 


Total capital 


Risk-adjusted assets 

On-balance sheet assets 

Off-balance sheet financial instruments 
Total risk-adjusted assets 


Tier 1 capital to risk-adjusted assets 
Tier 2 capital to risk-adjusted assets 
Total capital to risk-adjusted assets 


Common shareholders’ equity to risk-adjusted assets 


1994 1993 1992 1991 
€ 6,323 $ 5,682 52002 $ 6,101 
1,609 1,594 948 924 
93 Si 75 73 
(365) (447) (195) (160) 
7,660 6,910 6,740 6,938 
1,063 1,050 1,018 971 
2,806 2,980 228 2,780 
a 5 oe s 
(4) (4) (3) (3) 
3,865 4.031 3,743 3,748 
$11,525 $10,941 $10,483 $10,686 
$ 93,215 $ 94,452 $ 91,927 $ 94,112 
26,943 22,591 22,371 19,863 
$120,158 $117,043 $114,298 $113,975 

6.4% 5.9% 5.9% 6.1% 

3.2% 3.4% 3.3% 3.3% 

9.6% 9.3% 9.2% 9.4% 

5.3% 4.9% 5.2% 5.4% 


(1) Goodwill existing before October 31, 1988 1s deducted from Tier I capital in the following proportions: % in 1991 and in full in 1992 and thereafter. 
(2) Preferred shares and subordinated debentures which are within five years of maturity are subject to straight-line amortization to zero during their remaining 
term and, accordingly, are included above at their amortized value. 
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The primary measures 
of regulatory capital strength 
for Canadian banks are the 
risk-adjusted capital ratios 
developed pursuant to guide- 
lines issued by the Super- 
intendent of Financial 
Institutions Canada based on 
standards issued by the Bank 
for International Settlements 
(BIS) in 1988 and subse- 
quently updated. 

Consistent with these 
guidelines, total capital is allo- 
cated into two tiers, with the 
first tier (Tier 1 capital) com- 
prising the more permanent 
forms of capital. The compo- 
nents of Tier | and Tier 2 
capital are shown in Table 25. 

Regulatory capital ratios 
are calculated by dividing 
Tier | and Total capital by 
“risk-adjusted assets”. 

Risk-adjusted assets are 
determined by applying risk 
weights to balance sheet assets 
and off-balance sheet finan- 
cial instruments according to 


the relative credit risk of the 
counterparty. These risk 
weights vary from 0% for 
claims on the Government of 
Canada and other OECD 
countries to 100% for business 
and consumer loans. Govern- 
ment-insured residential 
mortgages, which account 
for 30% of the bank’s total 
residential mortgages, are 
assigned a zero risk weight, 
while the remaining residen- 
tial mortgages receive a risk 
weighting of 50%. In 1995, 
this methodology resulted in 
a risk-adjusted balance of 
$92.1 billion for the bank’s 
on-balance sheet assets of 
$183.7 billion. 

Off-balance sheet instru- 
ments, including credit 
products and derivatives, 
must first be converted to 
credit-equivalent amounts 
before risk-adjusted balances 
can be determined. In the case 
of credit instruments such as 
guarantees, letters of credit 


and commitments to extend 
credit, the credit-equivalent 
amounts are calculated using 
“credit conversion factors” 
which depend upon the 
nature of the instrument and 
the original term to maturity. 
The calculation of credit- 
equivalent amounts for 
derivatives is described in the 
Derivatives section of the Off- 
Balance Sheet Activities 
discussion on pages 51-54. 

Since the end of fiscal 
1992, Canadian banks have 
been required to maintain a 
minimum Total capital ratio 
of 8%, with Tier | capital 
comprising at least half of 
Total capital. 

At October 31, 1995, the 
bank’s Tier | and Total capi- 
tal ratios were 6.9% and 9.8% 
respectively, well above the 
minimum regulatory require- 
ments and up from 6.4% and 
9.6% at the end of 1994. 

Bank regulators in the 
United States, unlike in 
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TABLE 26 | Risk-ApjyustTEpD ASSETS 
As at October 31 ($ millions) 
BALANCE PRINCIPAL RISK-ADJUSTED BALANCE 
On-balance sheet assets AMOUNT Weiser 1994 
Cash and deposits with Bank of Canada GS STG 0% = 
Deposits with other banks 16,593 20% $ 3,007 
Securities issued or guaranteed by Canada, provinces, 
municipalities or other OECD countries 24,777 0% 85 
Other securities 7,928 100% 5,538 
Loans issued or guaranteed by Canada, provinces, 
municipalities or other OECD countries 6,874 0% 382 
Government — insured mortgages 13,303 0% 90 
Other mortgages 3458) 1 50% 19,705 
Other loans 64,549 100% 54,083 
Customers’ liability under acceptances 6,300 100% 6,037 
Other assets 7,360 100% 4.288 
$183,652 $93,215 
CREDIT - CREDIT - PRINCIPAL RISK-ADJUSTED BALANCE 
Off-balance sheet financial instruments sar ae ae pay pete ee eine aureus 1994 
Credit instruments 
Guarantees and standby letters of credit: 
Financial $ 5,546 100% $ 5,546 100% $ 5,080 
Non-financial e357 50% 928 100% 958 
Securities lending 11,667 100% 11,667 0% 501 
Documentary and commercial letters of credit 836 20% 167 100% 140 
Commitments to extend credit: (1) 
Original term to maturity of one year or less 47,507 0% - 0% - 
Original term to maturity of more than one year 34,703 50% L735 100% 16,102 
| Note issuance/revolving underwriting facilities AUD) 50% 102 100% 103 
Total credit instruments $102,321 $35,761 $22,884 
| GROSS | CREDIT - PRINCIPAL RISK-ADJUSTED BALANCE 
NOTIONAL REPLACEMENT EQUIVALENT RISK f 
Derivatives (4) AMOUNT COST (2) AMOUNT (3) WEIGHT | 1994 
Interest rate contracts: 
Forward rate agreements $164,154 $ 108 Caless 20% $ DL 
Swap contracts 334,235 4,746 6,483 20% 1,080 
Options purchased 223196 163 269 20% 106 
5,017 6,890 1,208 
Foreign exchange contracts: 
Spot and forward contracts 536,945 6,491 Li,712 20% 2,169 
Swap contracts Dlg 222 2436 20% 525 
Options purchased 33,469 543 938 20% 128 
8,326 15,086 2,822 
Other 3,153 35 128 20% 29 
Total derivatives $13,378 $22,104 $ 4,059 
Total off-balance sheet financial 
instruments $57,865 $ 26,943 
Total risk-adjusted assets $120,158 


(1) Commitments to extend credit are as at September 30. ; 

(2) Represents the total current replacement value of all outstanding contracts in a gain position, without factoring in the impact of master netting agreements. 
(3) Credit-equivalent amounts for derivatives consist of (i) the total current replacement value of all outstanding contracts in a gain position, without factoring 
in the impact of master netting agreements, and (ii) an amount for potential exposure on the basis of the total notional amount split by remaining term to 

maturity, calculated in accordance with the capital adequacy requirements of the Superintendent of Financial Institutions Canada. ) 

(4) Futures, some purchased options, and some precious metal and equity-linked contracts are traded on exchanges and are subject to daily margin requirements. 
Therefore, such instruments are excluded from the calculation of risk-adjusted assets as they are deemed to have no additional credit risk. Written options are 
excluded from the calculation of risk-adjusted assets as they represent obligations (rather than assets) of the bank and as such do not attract credit risk. 
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Canada, allow a portion of 
general provisions for credit 
losses, including those related 
to country risk, to be included 
in Tier 2 capital, while cumu- 
lative permanent preferred 
shares are classified as Tier 1, 
not Tier 2, capital. A deduc- 
tion from Tier | capital is 
required for the amount of 
deferred tax assets that will 
not be realized within | year. 
The bank has calculated its 
capital ratios in accordance 
with U.S. requirements as if it 
were able to file consolidated 
tax returns, as is allowed in 
the United States. Accordingly, 
the amount deducted from 
Tier | capital was $176 million. 
In addition, the impact of 
master netting agreements 1s 
recognized for both the cur- 
rent replacement values and 
potential exposures of qualify- 
ing derivative contracts. 

Using the U.S. definition, 
the bank’s Tier 1 and Total 
capital ratios were 7.2% and 
10.3% respectively at year-end 
1995, up from 6.5% and 10.0% 
at the end of 1994. 


Changes in Regulatory 
Capital 

Tier | capital increased by 
$761 million in 1995, largely 
reflecting a record level of 
internally generated capital 
totalling $719 million this 
year. As a result, common 
shareholders’ equity rose to 
$7.0 billion at year-end 1995 
from $6.3 billion a year ago. 

Tier 2 capital declined 
by $373 million, partially 
reflecting the redemption on 
July 31, 1995 of the bank’s 
$1.45 First Preferred Shares 
Series B totalling $272 million. 
Subordinated debentures for 
regulatory capital purposes 
declined by $100 million. 
This reduction reflected the 
repurchase in the fourth 
quarter of US$100 million 
of subordinated debentures 
due September 30, 1998 and 


greater amounts for the 


amortization of subordinated 
debentures maturing in the 
next five years. Partially off- 
setting these factors was the 
issuance in this year’s first 
quarter of $200 million of 
10% subordinated debentures 
due November 14, 2014. 

As shown in Table 26 on 
page 57, the risk-adjusted bal- 
ance of on-balance sheet assets 
declined by $1.1 billion or 1% 
in 1995, even though balance 
sheet assets grew by 6%. This 
stemmed from the greater 
proportion of lower risk assets 
on the bank’s balance sheet 
during the year. 

Risk-adjusted balances 
related to off-balance sheet 
financial instruments were up 
$2.3 billion this year, reflecting 
growth in commitments to 
extend credit and in the bank’s 
derivatives business, particu- 
larly in interest rate swaps and 
foreign exchange forward 
contracts. Clients have 
increasingly used these prod- 
ucts to manage their exchange 
and interest rate risks. 

Risk-adjusted assets and 
off-balance sheet financial 
instruments represented 66% 
of total assets at October 31, 
1995, compared to 86% in 
1991. The reduction reflected 
the bank’s efforts to improve 
its risk profile over the last 
several years as well as the 
addition in 1993 of Royal 
Trust, whose balance sheet at 
the time of acquisition largely 
comprised low-risk residential 
mortgages. 


Recent Regulatory 
Developments 

In the past two years, the 
BIS has made a number of 
amendments to its risk-based 
capital framework. In 1994, 
the framework was amended 
to recognize the risk-reducing 
benefits of qualifying bilateral 
netting arrangements. 
Amendments made in 1995 
included a formula for recog- 
nizing the effects of netting 


on potential future exposure 
and other changesinthe , 
method of calculating the 
credit-equivalent amount of 
derivative transactions. The 


Superintendent of Financial 
Institutions Canada’s imple- 
mentation of the amendments 
concerning netting are still 
under discussion. The 
amendments are not expected 
to have a significant impact 
on the bank’s Tier | and Total 
capital ratios. 

In 1995, the BIS requested 
comments on a proposal 
(revised from an earlier ver- — 
sion in 1993) for amending 
the 1988 Capital Accord 
to cover market risk. The 
proposal is expected to be 
finalized by December 1995 
and implemented on 
December 31, 1997. The con- 
solidated market risk of the 
bank’s trading activities will 
require capital underpinning. 
In addition to quantitative 
standards, the proposal also sets 
out rigorous qualitative stan- 
dards that regulators expect 
banks to adhere to in the man- 
agement of market risk. 

Royal Bank shares the 
strong interest of banking i 
supervisors in a regulatory 
proposal that enforces the best 
risk management practices. 
However, during the recent 
BIS consultative process, the 
Canadian banking industry 
has expressed concerns to the 
Superintendent of Financial 
Institutions Canada about 
the appropriateness of certain 
quantitative methods and 
the proposed level of 
capitalization. 

Royal Bank does not 
expect a material impact on 
its regulatory capital require- 
ments as a result of these 
proposed amendments to 
the Capital Accord. 


MANAGEMENT'S RESPONSIBILITY 
FOR FINANCIAL REPORTING 


The financial statements of Royal Bank of Canada were 
prepared by management, which is responsible for the integrity 
and fairness of the data presented, including the many amounts 
which must of necessity be based on estimates and judgments. 
The financial statements were prepared in accordance with 
generally accepted accounting principles, including the account- 
ing requirements of the Superintendent of Financial Institutions 
Canada. Financial information appearing throughout this 
Annual Report is consistent with the financial statements. 

In discharging its responsibility for the integrity and fairness 
of the financial statements and for the accounting systems from 
which they are derived, management maintains the necessary 
system of internal controls designed to provide assurance that 
transactions are authorized, assets are safeguarded and proper 
records maintained. These controls include quality standards in 
hiring and training of employees, written policies and procedure 
manuals, a written corporate code of conduct and accountability 
for performance within appropriate and well-defined areas of 
responsibility. 

The system of internal controls is further supported by a com- 
pliance function, which ensures that the bank and its employees 
eomply with securities legislation and conflict of interest rules, 
and by an internal audit staff, which conducts periodic audits of 
all aspects of the bank’s operations. 

The board of directors oversees management’s responsibilities 
for financial reporting through an Audit Committee, which is 
composed entirely of directors who are neither officers nor 
employees of the bank. This Committee reviews the consolidated 
financial statements of the bank and recommends them to the 


AupitTors’ REPORT 


To THE SHAREHOLDERS OF Roya BANK oF CANADA 

We have audited the consolidated balance sheets of 
Royal Bank of Canada as at October 31, 1995 and 1994 and the 
consolidated statements of income, changes in shareholders’ 
equity and changes in financial position for the years then ended. 
These financial statements are the responsibility of the bank’s 
management. Our responsibility is to express an opinion on these 
financial statements based on our audits. 

We conducted our audits in accordance with generally accept- 
ed auditing standards. Those standards require that we plan and 
perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and signifi- 
cant estimates made by management, as well as evaluating the 
overall financial statement presentation. 


CONSOLIDATED 


FINANCIAL STATEMENT 


board for approval. Other key responsibilities of the Audit 
Committee include reviewing the bank’s existing internal control 
procedures and planned revisions to those procedures, and advis- 
ing the directors on auditing matters and financial reporting 
issues. The bank’s Compliance Officer and Chief Internal 
Auditor have full and unrestricted access to the Audit 
Committee. 

The Superintendent of Financial Institutions Canada, at least 
once a year, makes such examination and enquiry into the affairs 
of the bank as he feels necessary to satisfy himself that the provi- 
sions of the Bank Act, having reference to the safety of the 
depositors and shareholders of the bank, are being duly observed 
and that the bank is in a sound financial condition. 

Deloitte & Touche and Price Waterhouse, the independent 
auditors appointed by the shareholders of the bank upon the 
recommendation of the Audit Committee, have examined 
the financial statements and their report follows. The share- 
holders’ auditors have full and unrestricted access to the Audit 
Committee to discuss their audit and related findings as to the 
integrity of the bank’s financial reporting and the adequacy of 


the system of internal controls. 


Joun E. CLEGHORN 


Chairman & Chief Executive Officer 


J. Emitien Botpuc 
Vice-Chairman & Chief Financial Officer 


MontreEaL, DECEMBER 5, 1995 


In our opinion, these consolidated financial statements present 
fairly, in all material respects, the financial position of the bank 
as at October 31, 1995 and 1994 and the results of its operations 
and the changes in its financial position for the years then ended 
in accordance with generally accepted accounting principles, 
including the accounting requirements of the Superintendent 
of Financial Institutions Canada. 

The consolidated financial statements for the year ended 
October 31, 1993 were audited by Deloitte & Touche and Peat 
Marwick Thorne who expressed an opinion thereon without 
reservation in their report dated December 6, 1993. 


DELOITTE & TOUCHE 
Prick WATERHOUSE 


Chartered Accountants 


MontrEAL, DECEMBER 5, 1995 
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CoNSOLIDATED BALANCE SHEET 
As at October 31 (in millions of dollars) 19944 
ASSETS 
Cash resources 
Cash and deposits with Bank of Canada Sekt? 
Deposits with other banks 
Interest bearing 14,216 
Non-interest bearing 1,046 
16,449 
Securities (note 3) 
Investment account 1636777 
Trading account 11,098 
Loan substitute 920 
27,695 
Loans (note 4) 
Residential mortgages 44,086 
Consumer instalment, credit card and other personal loans OPE: 
Business and government loans 46,283 
Assets purchased under reverse repurchase agreements Dy2 Do 
115,386 
Other 
Customers’ liability under acceptances 6,205 
Premises and equipment (nore 6) 1,975 
Other assets (note 7) 5,369 
13,549 
$173,079 
LIABILITIES AND SHAREHOLDERS’ EQuiTy 
Deposits (note 8) 
Consumers $ 85,214 
Businesses and governments 36,422 
Banks 14,179 
135,815 
Acceptances 6,205 
Obligations related to assets sold under repurchase agreements onal 
Obligations related to securities sold short 5,569 
Other liabilities (nore 9) 8,083 
Subordinated debentures (note 10) 3,477 
164,490 
Shareholders’ equity 
Capital stock (note 11) 
Preferred 66 
Common 2.910 
Retained earnings 3.413 
8,589 
$173,079 
Joun E. CLecHorn Joun R. Evans 
Chairman & Chief Executive Officer Director 
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CONSOLIDATED STATEMENT OF INCOME 
For the year ended October 31 (in millions of dollars, except per share amounts) 1994 1993 
Interest income 
Loans $ 8,889 $8,104 
Securities 1,369 1,245 
Deposits with banks 479 321 
10,737 9,670 
Interest expense 
Deposits 5521 4,923 
Subordinated debentures 268 245 
Other 280 109 
6,069 Syl 
Net interest income 4,668 4,393 
Provision for credit losses 820 1,750 
3,848 2,643 
Other income 
Deposit and payment service charges 661 649 
Capital market fees 567 456 
Investment management and custodial fees 278 101 
Card service revenues 258 203 
Trading revenues 205 228 
Mutual fund revenues 202 64 
Other 481 369 
PAOD, 2,070 
6,500 4,713 
Non-interest expenses 
Human resources MASTS 2250) 
Occupancy 478 418 
Equipment 460 396 
Communications 450 SW. 
Restructuring = 410 
Other 576 478 
4,639 4,389 
Net income before income taxes 1,861 324 
Income taxes (note 12) 655 (5) 
Net income before non-controlling interest 1,206 329 
Non-controlling interest in net income of subsidiaries a7 29 
Net income $ 1,169 $ 300 
Earnings per common share (nore 73) Saeol9 $ 0.46 
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS EQuITY 


For the year ended October 31 (in millions of dollars) 


Preferred shares 

Balance at beginning of year 

Issue of preferred shares for cash 

Preferred shares redeemed and purchased for cancellation (note 11) 
Translation adjustment on shares denominated in foreign currency 


Balance at end of year 


Common shares 


Retained earnings 

Balance at beginning of year 

Net income 

Dividends (note 11) 

Share issue costs, net of income taxes 

Unrealized foreign currency translation gains and losses, net of hedging 
activities and related income taxes 


Balance at end of year 


Shareholders’ equity at end of year 


1994 1993 
$2,248 $1,594 
a 612 
18 42 
$2,266 $2,248 
$2,910 $2,910 
$2772 $3,002 
1,169 300 
(532) (518) 
= (11) 
4 (1) 
$3,413 $2,772 
$8,589 $7,930 
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL PosITION 
For the year ended October 31 (in millions of dollars) 1994 1993 
Cash flows from operating activities 
Net income | $1,169 $ 300 
Adjustments to determine cash flows from operating activities: 
Provision for credit losses 870 1,750 
Net change in accrued interest receivable and payable (414) (267) 
Deferred income taxes, net (nore 12) 183 (706) 
Depreciation 335 Dap 
Net increase in trading account securities (2,789) (1,093) 
Other items, net (310) 219 
(1,006) 480 
Cash flows from financing activities 
Net increase in deposits 5,416 1,475 
Issue of subordinated debentures (noze 10) — 110 
Issue of preferred shares — 612 
Subordinated debentures repurchased and cancelled (note 10) — — 
Preferred shares redeemed and purchased for cancellation (note 11) es = 
Dividends (note 17) (532) (518) 
Net change in obligations related to assets sold 
with recourse or under repurchase agreements 3,215 ipew hs) 
Other items, net (1,185) 55335) 
6.914: 5,587 
Cash flows from investing activities 
Net increase in loans (337) (544) 
Net increase in investment account and loan substitute securities (ZED) (4,857) 
Net change in non-operating deposits with other banks (5,638) Lene 
Net acquisitions of premises and equipment (253) (12) 
Net change related to assets purchased under reverse 
repurchase agreements a) (4,697) 
Net increase in obligations related to securities sold short 207 es 
Consideration paid for purchase of Royal Trust = (1,628) 
(6,248) (8,427) 
Net decrease in cash and cash equivalents (340) (2,360) 
Cash and cash equivalents, at beginning of year 1,522 1,771 
Royal Trust — cash and cash equivalents at date of acquisition = 2AM 
Cash and cash equivalents, at end of year $1,182 $1,522 
Consisting of: 
Cash and deposits with Bank of Canada $1,187 $1,373 
Operating balances on deposit with other banks 595 472 
Cheques and other items in transit, net (note 9) (600) (323) 
Total $1,182 $1,522 
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(ALL TABULAR AMOUNTS ARE IN MILLIONS 
OF DOLLARS, EXCEPT PER SHARE AMOUNTS) 


Note 1. SIGNIFICANT ACCOUNTING POLICIES 


Pursuant to the Bank Act, the consolidated financial statements of Royal Bank of Canada are prepared in accordance with Canadian 
generally accepted accounting principles, including the accounting requirements of the Superintendent of Financial Institutions Canada. 
Note 19 to the consolidated financial statements describes and reconciles the differences between Canadian and United States 


generally accepted accounting principles. 


Certain comparative amounts have been reclassified to conform with the current year’s presentation. 
The significant accounting policies followed in the preparation of these financial statements are summarized below. 


BASIS OF CONSOLIDATION 

The consolidated financial statements include the assets and 
liabilities and results of operations of all subsidiaries after elimi- 
nation of intercompany transactions and balances. The bank 
accounts for the acquisition of subsidiaries using the purchase 
method; any difference between the cost of the investment and 
the fair value of the net assets acquired is amortized over appro- 
priate periods of up to 15 years. 

The equity method is used to account for investments 1n asso- 
ciated corporations, which are corporations in which the bank 
holds at least a 20% interest but does not exercise control. The 
bank’s share of earnings of these associated corporations and 
gains and losses realized on dispositions of investments 1n asso- 


ciated corporations are included in income from securities. 


TRANSLATION OF FOREIGN CURRENCIES 

Assets and liabilities denominated in foreign currencies are 
translated into Canadian dollars at rates prevailing on the 
balance sheet date; income and expenses are translated at prevail- 
ing quarter-end rates. 

Unrealized foreign currency translation gains and losses (net 
of hedging activities and related income taxes) on investments 
in foreign branches, subsidiaries and associated corporations are 
recorded in Retained Earnings. On disposal of such investments, 
the accumulated net translation gain or loss is included in 
income. Other foreign currency translation gains and losses (net 
of hedging activities) are included in income. 


SECURITIES 

Securities comprise investment account and trading account 
securities as well as loan substitute securities. 

Investment account securities are purchased with the origi- 
nal intention to hold the securities to maturity or until market 
conditions render alternative investments more attractive. Equity 
securities are stated at cost and debt securities at amortized cost. 
Premiums and discounts on debt securities are amortized to 
interest income from securities using the yield method over the 
period to maturity of the related securities. Gains and losses 
realized on disposal of securities, which are calculated on an 
average cost basis, and write-downs to reflect other than tempo- 
rary impairment in value are included in interest income from 
securities. 

Trading account securities, which are purchased for resale 
over a short period of time, are stated at estimated current 
market value. Gains and losses realized on disposal, and unreal- 
ized valuation adjustments, are included in interest income from 
securities in the period in which they occur. 

Loan substitute securities are customer financings which 
have been structured as after-tax investments rather than con- 
ventional loans in order to provide the issuers with a borrowing 
rate advantage. Such securities are accorded the accounting 
treatment applicable to Loans. 
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LOANS 

Loans are stated net of an allowance for credit losses and 
unearned income, which is comprised of unearned interest and 
unamortized loan fees. 

Non-accrual loans are those placed on a cash basis because 
there is reasonable doubt regarding the collectibility of principal 
or interest. Whenever a payment is 90 days past due, loans other 
than credit card balances are automatically placed on a non- 
accrual basis unless they are well secured and in the process of 
collection. All loans are classified on a non-accrual basis when a 
payment is 180 days in arrears. Upon classification of a loan to 
a non-accrual basis, any previously accrued but unpaid interest 
thereon is reversed against income of the current period. In 
subsequent periods, interest received on non-accrual loans is 
recorded as income only if management has determined that 
the loan does not require a specific provision for loss; otherwise 
interest received is credited to principal. Non-accrual loans are 
restored to an accrual basis when principal and interest payments 
are current and there is no longer any reasonable doubt regard- 
ing collectibility. Where a portion of a loan is written off and the 
remaining balance is restructured, the new loan is carried on an 
accrual basis as long as there is no reasonable doubt regarding 
the collectibility of principal and interest, and payments are not 
90 days past due. 

Collateral is obtained if, based on an evaluation of the cus- 
tomer’s credit-worthiness, it is considered necessary for the 
customer’s overall borrowing facility. Collateral would normally 
be in the form of assets such as cash, government securities, 
shares, accounts receivable, inventory, or fixed assets. 

Capitalization of interest occurs only when this forms part 
of the terms of credit and management has determined that 
the collectibility of both principal and interest is not reasonably 
in doubt. 

Assets acquired in satisfaction of a problem loan are record- 
ed at the lesser of fair value at the date of transfer or the carrying 
value of the loan. Any excess of the carrying value of the loan 
over the fair value of the assets acquired is written off. Operating 
results and gains and losses on disposal of these assets are treated 
as loan write-offs or recoveries. 

Fees which relate to such activities as originating, restructur- 
ing or renegotiating loans are recognized as “Interest income” 
over the expected term of such loans. Where there is a reasonable 
expectation that a loan will result, commitment and standby fees 
are also recognized as “Interest income” over the expected term 
of the resulting loan. Otherwise, such fees are recognized as 
“Other income” over the commitment or standby period. 


ALLOWANCE FOR CREDIT LOSSES 

The allowance for credit losses is maintained in an amount 
considered adequate to absorb anticipated credit-related losses. 
Credit losses arise primarily from loans but also relate to deposits 
with other banks, derivatives, loan substitute securities and other 


~~ ~s) 


credit instruments such as acceptances, guarantees and letters of 
credit. The allowance is increased by provisions for credit losses 
which are charged to income, and reduced by write-offs net of 
recoveries and by losses realized on sales and exchanges of loans 
to less developed countries (LDCs). 

Specific provisions are established on an individual facility 


basis to recognize credit losses on business and government loans. 


For residential mortgages and consumer loans (excluding credit 
card balances), aggregate provisions are recorded by reference to 
historical ratios of write-offs to balances outstanding. For credit 
card balances, no provisions are recorded; instead, balances are 
written off when no payment has been received for 180 days. 

A country risk provision 1s made in respect of aggregate 
exposure ina number of LDCs based on an overall assessment 
of the underlying economic conditions in those countries. 

General provisions are established to absorb credit losses 
attributable to the deterioration of credit quality on aggregate 
exposures including those in particular industries or geographic 
regions (excluding LDCs), for which specific provisions cannot 
yet be determined. 

Write-offs are generally recorded after all reasonable restruc- 
turing or collection activities have taken place and the possibility 
of further recovery is considered to be remote. 

Losses realized on sales and exchanges of LDC loans repre- 
sent the excess of the face value of the loans given up over the 
cash and/or the fair value of the loans or securities received. 


ACCEPTANCES 
The potential liability under acceptances is reported as a 


_ liability in the balance sheet. The recourse against the customer 


in the case of a call on these commitments is reported as an 
offsetting asset of the same amount. 


PREMISES AND EQUIPMENT 

Premises and equipment are stated at cost less accumulated 
depreciation. Depreciation is recorded principally on the 
straight-line basis over the estimated useful lives as indicated 
herein. Gains and losses on disposal are recorded in “Other 
income”. 


BuILpINGs 25 to 50 years 


COMPUTER EQUIPMENT 3 to 10 years 
FURNITURE, FIXTURES AND 
OTHER EQUIPMENT 7 to 10 years 


LEASEHOLD IMPROVEMENTS term of lease plus first option period 


INCOME TAXES 

The tax allocation basis of accounting is followed, under 
which income taxes on specific transactions are recorded in the 
periods in which the transactions are recognized for accounting 
purposes, regardless of when the transactions are recognized for 
tax purposes. Income taxes comprise amounts applicable to 
income included in the Statement of Income and to items 
charged or credited to Retained Earnings. 

Deferred income taxes accumulated as a result of timing 
differences are included in “Other assets”. In addition, the 
Statement of Income contains items which are non-taxable or 
non-deductible for income tax purposes and, accordingly, cause 
the income tax provision to be different than it would be if based 


on statutory rates. 
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DERIVATIVES 

Derivatives are used in sales and trading activities to provide 
chents with the ability to manage their market risk exposures. 
Derivatives are also used to manage the bank’s own exposures to 
interest, currency and other market risks. The most frequently 
used derivative products are foreign exchange forward contracts, 
interest rate and currency swaps, foreign currency and interest 
rate futures, forward rate agreements, and foreign currency and 
interest rate options. 

When used in sales and trading activities, derivatives are 
marked to market and the resultant gains and losses are recog- 
nized in “Other income” immediately, except where the portfolio 
is primarily comprised of instruments with initial terms of more 
than two years. In the latter case, a portion of the mark to market 
gain is deferred and amortized to “Other income” over the life of 
the instruments to cover related credit risk and administrative 
expenses. Market values are determined using pricing models 
which incorporate current market and contractual prices of the 
underlying instruments, time value of money, yield curve and 
volatility factors. Unrealized gains and losses on portfolios of 
derivatives are netted and reported in “Other assets” or “Other 
liabilities”. 

Gains and losses on derivatives which the bank enters into for 
purposes of hedging its own risk exposures are generally deferred 
and amortized over the lives of the hedged assets or liabilities as 


adjustments to interest income or interest expense. 


POSTRETIREMENT BENEFITS 

The bank maintains a defined benefit pension plan which is 
available to substantially all employees after two years service or 
at age 25, on a contributory or a non-contributory basis. The plan 
provides pensions based on years of service and contributions, 
and average earnings at retirement. Employees of subsidiaries of 
the bank are generally covered by separate pension plans which 
offer comparable benefits. It is the bank’s funding policy to annu- 
ally contribute to its pension funds the actuarially determined 
amounts needed to satisfy employee benefit laws. Investments 
held by the pension funds are primarily comprised of equity 
securities and bonds and debentures. 

Actuarial valuations are performed each year to determine 
the present value of the accrued pension benefits, based on 
projections of employees’ compensation levels to the time of 
retirement. Pension fund assets are carried at adjusted market 
values, with adjustments to bring the value of the assets to 
market value being made over a three year period. 

Pension expense consists of the aggregate of (a) the actuarially 
computed cost of pension benefits provided in respect of the 
current year’s service, (b) imputed interest on the funding excess 
or deficiency of the plan and (c) the amortization over the 
expected average remaining service life of employees of the 
funding excess existing at the date the current accounting policy 
commenced, experience gains and losses, and amounts arising 
as a result of changes in assumptions and plan amendments. 

The cumulative excess of pension fund contributions over 
the amounts recorded as expense is reported as “prepaid pension 
cost” in “Other assets”. 

The bank also provides health and dental care benefits and 
life insurance coverage to employees who retire after ten years 
service, and to their dependents. Costs of providing these benefits 


are charged to income as expenditures are incurred. 
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Nore 2. DomMEsTIC AND INTERNATIONAL OPERATIONS 

The bank considers its Domestic Operations to include all business transacted in Canada, regardless of currency, with the exception | 
of the Canadian-based activities of the international money market units. These units’ activities, together with the bank’s business 
carried on outside Canada, comprise International Operations. 

While it is not practicable to make a definitive division of the bank’s Domestic and International Operations, appropriate alloca- 
tions are made for (a) the cost of funds related to liquidity and capital computed on the basis of marginal costs of funds and 


(b) corporate non-interest expenses. 


DOMESTIC INTERNATIONAL TOTAL 
1994 1993 1994 1993 1994 1993 
Net interest income — taxable 
equivalent basis $3,980 $3,647 $4737 $ 807 $4,717 $4,454 
Deduct: Taxable 
equivalent adjustment* 48 60 1 1 49 61 
Net interest income — 
financial statement basis 3,932 3,587 736 806 4,668 4.393 
Provision for credit losses 786 1,839 34 (89) 820 1,750 
3,146 1,748 702 895 3,848 2,643 
Other income 2,5 1,621 537 449 SSD 2,070 
5,261 3,369 1,239 1,344 6,500 4,713 
Non-interest expenses** 4,015 3,870 624 Dlg 4,639 4,389 
1,246 (501) 615 825 1,861 324 
Income taxes 493 (273) 162 268 655 (5) 
753 (228) 453 Syoy/ 1,206 329 
Non-controlling interest 
in net income of subsidiaries 35 Dil 2 2 OW. 29 
Net income (loss) $ 718 $ (255) $ 451 $ 555 $1,169 $ 300__| 
Average total assets $134,100 $112,800 $32,600 $29,700 $166,700 $142,500 __| 


* The taxable equivalent adjustment represents a credit to interest income in order to gross up the tax-exempt income earned on certain securities (primarily 

loan substitute securities) to an amount which, had it been taxable at a rate of 42.7% (1994 and 1993 — 42.4%), would result in the same after-tax net income 
as appears in the financial statements. The gross-up of such income to a taxable equivalent basis permits a uniform measurement and comparison of net interest 
income. 

“* Non-interest expenses of 1993 include restructuring costs of $410 million relating to rationalization of activities and employee reductions throughout the 
Royal Bank group. Of this amount, $300 million relates to the integration of Royal Trust and $110 million relates to a further downsizing of the bank itself. 
(On September 1, 1993, the bank acquired 100% of the shares of certain operating subsidiaries of Gentra Inc., including The Royal Trust Company and 
Royal Trust Corporation of Canada. This acquisition was accounted for using the purchase method.) 
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TERM TO MATURITY 1994 
WITHIN fi TSO 5 TOI1O OVER 10 
I YEAR | YEARS YEARS YEARS ° TOTAL 
Investment account securities 
Canadian government debt (1) 
Carrying value $ 6,385 $ 6,065 $ 904 $ 104 $10,642 
Estimated market value 6,424 6,177 913 101 10,456 
Yield (2) 7.0% 7.5% 7.5% 7.7% 6.0% 
Securities of U.S. Treasury and other U.S. Agencies 
Carrying value 448 oly 210 8 1,143 
Estimated market value 449 S15) 211 8 1,143 
Yield (2) 5.9% 5.8% 6.1% 5.6% 4.7% 
Foreign OECD government debt (other than U.S.) 
Carrying value 388 307 268 161 1,278 
Estimated market value 387 Sil 276 140 1,256 
Yield (2) 7.6% 6.7% 74% 10.7% 0 
Mortgage-backed securities 
Carrying value 128 1,210 — ~ 392 
Estimated market value 105 1,241 = = 382 
Yield (2) 8.1% 7.7% = = 7.5% 
Other debt 
Carrying value 477 401 402 35 L2U7 
Estimated market value 481 408 413 35 1,149 
Yield (2) 5.9% 6.4% 7.0% 8.0% 6.6% 
Bonds of less developed countries (3) 
Carrying value - ~ - 797 B20 
Estimated market value _ - — 834 829 
Yield (2) ~ ~ ~ 11.2% 10.8% 
Equities (4) 
Carrying value _ - - 86 172 
Estimated market value - - - 99 186 
Yield (2) os = = 7.6% 2.1% 
Securities of associated corporations (4) 
Carrying value - — = 4 4 
Estimated market value - = = 4 4 
Yield (2) = = = z= "i 
Total investment account securities 
Carrying value 7,826 8,300 1,784 os 15,677 
Estimated market value 7,846 8,456 Leis eZ 15,405 
Trading account securities 
Canadian government debt (1) 3,462 1,979 1,832 960 7,745 
Securities of U.S. Treasury and other U.S. Agencies 10 128 179 ~ 158 
Foreign OECD government debt (other than U.S.) = Dee 90 = 13 
Other debt 1,788 327, 394 386 2,649 
Equities (4) = = a 831 533 
5,260 3,006 2,495 DA 11,098 
Loan substitute securities (5) 61 252 a3 305 920 
Total $13,147 $11,558 $4,323 $3,677 $27,695 


IV 


(1) Canadian government debt is comprised of securities issued or guaranteed by Canadian federal, provincial or municipal governments. 

(2) Represents weighted-average yield based on the carrying value at the end of the year for the respective securities. hea ad 

(3) These securities include restructured collateralized bonds of less developed countries, net of a country risk provision of $666 million (1994 — $643 million). 
(4) Equities, which have no stated term, have been classified under the “Over 10 years” column. 

(5) The market value of loan substitute securities approximates carrying value. 
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UNREALIZED GAINS AND LOSSES ON INVESTMENT ACCOUNT SECURITIES 
1994 
GROSS GROSS ESTIMATED 
BOOK UNREALIZED UNREALIZED MARKET 
VALUE GAINS LOSSES VALUE 
Canadian government debt $10,642 S72 $(193) $10,456 
Securities of U.S. Treasury 
and other U.S. Agencies ea 7 = NS 
Foreign OECD government 
debt (other than U.S.) 1,278 = (22) 1,256 
Mortgage-backed securities 397 = (10) 382 
Other debt IL Aly 2 (70) 1,149 
Bonds of less developed 
countries 829 - 829 
Equities 172 25 (11) 186 
Securities of associated 
corporations 4 — - 4 
$15,677 $34 $(306) $15,405 
Nore 4. Loans 
1994 
Domestic* 
Residential mortgages $ 43,548 
Consumer instalment, credit card and other personal loans Si 
Business and government loans 32,698 
Assets purchased under reverse repurchase agreements 5,208 
100,766 
Allowance for credit losses (2,000) 
98,766 
International* 
Residential mortgages 561 
Consumer instalment, credit card and other personal loans S17 
Business and government loans 16,050 
Assets purchased under reverse repurchase agreements 51 
WA: 
Allowance for credit losses (559) 
16,620 
ee $115,386 


units. The loans of these units, together with loans booked outside Canada, comprise International loans. 


** Loans are reported net of unearned income of $257 million (1994 — $237 million). 


* Domestic loans include all loans booked in Canada, regardless of currency, with the exception of those of the Canadian-based international money market 


NON-ACCRUAL LOANS (INCLUDED ABOVE) 1994 
Domestic $3,784 
International, excluding LDC loans 570 
LDC loans 70 
; 4,424 
Allowance for credit losses* (2,331) 
Total net non-accrual loans $2,093 


$873 million (1994 — $871 million). 
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The allowance for credit losses is shown net of that portion of the country risk provision that is in excess of non-accrual LDC loans in the amount of 


Nore 4. Loans (contrnurp) 
RESTRUCTURED LOANS 


The bank’s only significant loan restructurings have resulted in the receipt of “Bonds of less developed countries” and, in the case of 


NE GOor ES) 705 COW S:0;b-1D AT EeD 
FINANCIAL STATEMENTS 


Mexican debt, in the receipt of “Foreign OECD government debt”. These bonds, which are included in investment account securities, 


result from the following restructurings: 


The 1994 exchange of $1.2 billion of Brazilian loans for $1.1 bil- 
lion of bonds ($800 million of which are collateralized by zero 
coupon U.S. Treasury securities) plus $135 million of past due 
interest bonds. The bonds carry interest rates that vary from 


4% (gradually rising to 8%) to LIBOR plus 7/8%; 


The 1994 exchange of $80 million of Dominican Republic loans 
for $35 million of 30 year discount bonds (collateralized by zero 
coupon U.S. Treasury securities), $20 million of past due interest 
bonds all of which bear interest at LIBOR plus 13/16% and 


$11 million in cash; 


The 1993 exchange of $300 million of Argentine loans for 
$285 million of par and discount bonds with interest rates 
ranging from 4% (gradually increasing to 6%) to LIBOR plus 
13/16%, plus $9 million of past due interest bonds; 


The 1990 receipt of interest-rate reduction bonds of $230 million, 
bearing a fixed interest rate of 6.25% (which are collateralized by 
zero coupon U.S. Treasury securities), in connection with the 
Mexican debt restructuring agreement; and 


The 1990 receipt of interest-rate reduction bonds of $260 million, 
bearing a fixed interest rate of 6.75% (which are collateralized by 
zero coupon U.S. Treasury securities), in connection with the 
Venezuela Financing Plan. 


The total market and carrying values of the above restructured 
bonds as at October 31, 1995 were $1,031 million and $953 million, 
respectively. 


EFFECT OF NON-ACCRUAL LOANS ON NET INTEREST INCOME 


a 1994 1993 
Domestic 
Gross amount of interest that would have been recorded at the original contract rate $308. = $398 
Interest reversals on newly classified non-accrual loans (53) (52) 
| Interest received on non-accrual loans 75 43 
Net interest earned on non-accrual loans, as reported 22 (9) 
| Negative effect on reported net interest income $286 $407 
International 
Gross amount of interest that would have been recorded at the original contract rate $88 $117 
Interest reversals on newly classified non-accrual loans (4) (5) 
Interest received on non-accrual loans — LDCs 123 172 
— other 9 16 
Net interest earned on non-accrual loans, as reported 128 183 
Negative (positive) effect on reported net interest income $(40) $(66) 
Total bank 
Gross amount of interest that would have been recorded at the original contract rate $396 $515 
Interest reversals on newly classified non-accrual loans (57) (57) 
Interest received on non-accrual loans — LDCs 123 172 
— other 84 DY 
Net interest earned on non-accrual loans, as reported 150 174 
$246 $34] 


Negative effect on reported net interest income 


RECENTLY ISSUED IMPAIRED LOANS ACCOUNTING STANDARD 
The Canadian Institute of Chartered Accountants has issued a new standard relating to accounting for impaired loans. 


Implementation guidelines have also been issued by the Superintendent of Financial Institutions Canada. 


The new standard, which becomes effective in the year com- 
mencing November 1, 1995, requires impaired loans to be 
measured based on the present value of expected future cash 
flows discounted at the interest rate inherent in the original loan. 


This accounting standard will be implemented on a retroac- 
tive basis, with no restatement of prior years’ balance sheets, 
resulting in a $130 million increase in the allowance for credit 
losses and an after-tax decrease of $75 million to retained earn- 


ings as at November 1, 1995. 
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Note 5. ALLOWANCE FOR Crepit Losse&s 


1994 
DOMESTIC INTERNATIONAL TOTAL 
Balance at beginning of year $2,000 $1,202 $4,324 
Provision for credit losses 484 96 820 
Write-offs (1,092) (125) (1,886) 
Recoveries 102 10 88 
Losses realized on sales and exchanges of LDC loans - - (181) 
Transfers and translation adjustments on provisions 
denominated in foreign currencies (7) bs) BY. 
Balance at end of year $1,487 $1,182 $3,202 
Consisting of: 
Specific provisions $1,187 $ =253 $1,962 
Country risk provision* — 029 940 
General provisions 300 ~ 300 
Total $1,487 $1,182 $3,202 


* The country risk provision includes an amount of $666 million (1994 — $643 million) which has been deducted from securities in respect of restructured 


collateralized bonds of less developed countries. 


Nore 6. PREMISES AND EQUIPMENT 


1994 

ACCUMULATED NET BOOK 

COST DEPRECIATION VALUE 

Land S215 $ - $ 214 
Buildings Leon 370 741 
Computer equipment 1,370 972 450 
Furniture, fixtures and other equipment 889 581 334 
Leasehold improvements 545 Lyay) 236 
$4,120 $2,250 $1,975 


Note 7. OTHER AssETS 


Deferred income taxes, net 

Accrued interest 

Assets sold with recourse 

Goodwill 

Amounts receivable from brokers, dealers and clients 
Prepaid pension cost 


Other items, including accounts receivable and prepaid expenses 


Nore 8. Deposits 


PAYABLE 
INTEREST BEARING NON-INTEREST BEARING AFTER NOTICE 


PAYABLE ON DEMAND | 


Domestic* 
Consumers $26,896 
Businesses and governments ] 8,153 
Banks 90 

International* 
Consumers 309 
Businesses and governments 1,278 
Banks 182 


1,877 


PAY. 
AYABLE ON TOTAL 


A FIXED DATE 


Total $5,149 $36,931 


Domestic deposits include all deposits booked in Canada, regardless of currency, with the exception of those of the Canadian-based international money market 
units. The deposits of these units, together with deposits booked outside Canada, comprise International deposits. 
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1994 


$50,307 $ 80,004 
9,146 24,744 
1,351 

106,099 


5,210 
11,678 
12,828 


25,600 29,716 
$85,675 $135,815 
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Note g. OTHER LiaBILITIEs 


ewan | 

1994 

Secured liabilities of subsidiaries other than deposits $2247 
Accrued interest 1,749 
Amounts payable to brokers, dealers and clients 365 
Obligations related to assets sold with recourse sey era 
Cheques and other items in transit, net 600 
Dividends payable 123 
Non-controlling interest in subsidiaries 93 
Other items, including accounts payable and accrued expenses 1,735 
$8,083 


Nore 10. SUBORDINATED DEBENTURES 

The debentures are unsecured obligations and are subordinated in right of payment to the claims of depositors and certain other 
creditors. All repurchases and cancellations of subordinated debentures are subject to the consent and approval of the Superintendent 
of Financial Institutions Canada. 


; DENOMINATED faemael 
MATURITY RATE k IN $U.S 1994 
| Royal Bank of Canada 
June 1, 1998 10.80% - $ 200 
September 30, 1998 (1) 100 135 
January 15, 1999 10.90% = 250 
October 14, 1999 10.20% = 250 
July 1, 2000 11.00% = 200 
January 31, 2001 eo = 200 
August 15, 2001 (2) 219, 296 
January 11, 2002 11.00% = 300 
March 1, 2002 10.50% Es 250 
July 5, 2005 (3) Callable 350 474 
November 14, 2014 10.00% - -- 
June 8, 2023 9.30% = 110 
October 1, 2083 (4) Callable = 250 
June 6, 2085 (5) Callable 300 406 
Royal Trust Corporation of Canada 

November 9, 1998 (6) 50 68 
January 27, 1999 (7) 65 88 
$3,477 


(1) During 1995, the bank repurchased and cancelled the September 30, 1998 (5) The June 6, 2085 debentures bear interest at a rate equal to 0.25% above 


subordinated debentures at 99.37% of their face value. the three-month LIMEAN. In the event of a reduction of the annual 

(2) The August 15, 2001 debentures, issued in Canadian dollars and bearing dividend declared by the bank on its Common Shares, the interest payable 
interest at a rate of 10.75%, were swapped at their issue date into a U.S. on the debentures is reduced pro-rata to the dividend reduction and the 
dollar obligation, bearing interest at a rate of 0.215% above the three- interest reduction is payable with the proceeds from the sale of Common 
month LIBOR. Shares. 

(3) The July 5, 2005 debentures bear interest at a rate of 0.0625% above the (6) The November 9, 1998 debentures, issued in Yen and bearing interest at 
three-month LIBOR. 7.7% payable in Australian dollars, were swapped at their issue date 

(4) The October 1, 2083 debentures bear interest at a rate of 0.40% above the into a U:S. dollar obligation, bearing interest at a rate of ().2% above the 
30-day Bankers’ Acceptance rate reported by the Bank of Canada. six-month LIBOR. 


(7) The January 27, 1999 debentures, issued in Yen and bearing interest at 
7.5% payable in Australian dollars, were swapped at their issue date into 
a USS. dollar obligation, bearing interest at a rate of 0.08% above the six- 
month LIBOR. 


REPAYMENT SCHEDULE 


The aggregate sinking fund requirements and maturities of Within | year $ - 
the debentures, assuming the earliest possible dates of maturity From | to 5 years 1,056 
under the terms of issue, are as follows: From 5 to 10 years Fens 

Over 10 years Tee OS 
5534 
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Nore 11. CAPITAL STOCK 
AUTHORIZED CAPITAL STOCK 


Preferred — An unlimited number of First Preferred Shares 


and Second Preferred Shares without nominal or par value, 


issuable in series; the aggregate consideration for which all the 
First Preferred Shares and all the Second Preferred Shares may 
be issued shall not exceed $5 billion in each case. 


OUTSTANDING CAPITAL STOCK 


Preferred (1) 

$1.45 Cumulative Redeemable Series B (2) 
Cumulative Redeemable Series C (3) 
U.S.$ Cumulative Redeemable Series D (3) 
Cumulative Redeemable Series E (4) 
Non-cumulative Series F (5) 
Non-cumulative Series G (6) 
Non-cumulative Series H (7) 

U.S.$ Non-cumulative Series I (8) 
Non-cumulative Series J (9) 

U.S.$ Non-cumulative Series K (10) 

Total outstanding preferred stock 


Total outstanding common stock (11) 


Total outstanding capital stock 


(1) 


— 
N 
ma 


All redemption and purchase for cancellation options on preferred shares 
are subject to the consent of the Superintendent of Financial Institutions 
Canada. First Preferred Shares Series F, G, H and J are redeemable by 
the bank on and after the dates specified below (i) in cash, at a price per 
share of $25 or (ii) by the conversion of each such share to be redeemed 
into that number of Common Shares determined by dividing $25 by 95% 
of the average market price of the Common Shares at such time. On and 
after the dates specified below, subject to the right of the bank to redeem 
or to find substitute purchasers, each share of the First Preferred Shares 
Series G, H and J will be convertible quarterly at the option of the holder 
into that number of Common Shares determined by dividing $25 by 95% 
of the average market price of the Common Shares at such time. First 
Preferred Shares Series I and K are redeemable by the bank on and after 
the dates specified below (i) in cash, at a price per share of U.S.$25 or 

(i1) by the conversion of each such share to be redeemed into that number 
of Common Shares determined by dividing U.S.$25 by the U.S. dollar 
equivalent of 95% of the average market price of the Common Shares at 
such time. On and after the dates specified below, subject to the right of 
the bank to redeem or to find substitute purchasers, each such share will 
be convertible quarterly at the option of the holder into that number of 
Common Shares determined by dividing U.S.$25 by the U.S. dollar 
equivalent of 95% of the average market price of the Common Shares at 
such time. 

During 1995, the bank redeemed and purchased for cancellation the 
First Preferred Shares Series B at their face value. 

The dividends on the First Preferred Shares Series C and D are 
determined quarterly by applying to Cdn.$100 and U.S.$100, 
respectively, the greater of (i) 6.67% per annum and (ii) 24 of the bank’s 
average Canadian and U.S. prime rates respectively for stated periods. 
Such shares are redeemable by the bank at a price per share of Cdn.$100 
and U.S.$100, respectively. The bank may, at any time, purchase for 
cancellation such shares at a price per share not exceeding Cdn.$100 and 
U.S.$100, respectively. 

The dividend on the First Preferred Shares Series E is payable monthly 
and (1) floats in relation to changes in the bank’s Canadian prime rate and 
(11) is adjusted upwards or downwards based on changes in market 
trading value. The annual dividend rate applicable to any month will in 
no event be less than 55% or greater than 75% of the average prime rate. 
Such shares are redeemable at a price per share of $100 and the bank 
may, at any time, purchase for cancellation such shares at a price per 
share not exceeding $100. 

The dividend on the First Preferred Shares Series F is payable quarterly 
at a rate equal to the greater of (i) $0.5625 per share and (ii) 81.522% of 
the dividend per Common Share for the same quarter. Such shares are 
not redeemable by the bank prior to October 31, 1999, but thereafter are 
redeemable as discussed in footnote (1) above. 
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Common — An unlimited number of shares without nominal) 
or par value provided that the aggregate consideration for which 
all common shares may be issued shall not exceed $10 billion. 


1994 1993 

NUMBER OF NUMBER OF 

SHARES SHARES 
(in thousands) AMOUNT (in thousands) AMOUNT 
13,600 SD 13,600 GS DIP) 
1,000 100 1,000 100 
1,000 185 1,000 132 
1,500 150 1,500 150 
6,000 150 6,000 150 
10,000 250 10,000 250 
12,000 300 12,000 300 
8,000 27 8,000 264 
12,000 300 12,000 300 
10,000 338 10,000 330 
2,266 2,248 
314,155 2,910 314,155 ZENO 

$5,176 $5,158 | 


(6) The dividend on the First Preferred Shares Series G is payable quarterly 
at a rate of $0.53125 per share until October 31, 1999 and, thereafter, is 
payable quarterly at a rate equal to the greater of (i) $0.53125 per share 
and (11) 81.522% of the dividend per Common Share for the same quarter. 
Such shares are not redeemable by the bank prior to October 31, 1999, 
but thereafter are redeemable as discussed in footnote (1) above. On and 
after October 31, 2000, such shares are convertible at the option of the 
holder into Common Shares as discussed in footnote (1) above. 

(7) The dividend on the First Preferred Shares Series H is payable quarterly 
at a rate of $0.5625 per share. Such shares are not redeemable by the bank 
prior to August 24, 2001, but thereafter are redeemable as discussed in 
footnote (1) above. On and after November 24, 2001, such shares are 
convertible at the option of the holder into Common Shares as discussed 
in footnote (1) above. 

(8) The dividend on the First Preferred Shares Series I is payable quarterly 
at a rate of U.S.$0.4766 per share. Such shares are not redeemable by the 
bank prior to November 24, 2001, but thereafter are redeemable as 
discussed in footnote (1) above. On and after February 24, 2002, such 
shares are convertible at the option of the holder into Common Shares as 
discussed in footnote (1) above. 

(9) The dividend on the First Preferred Shares Series J is payable quarterly 
at a rate of $0.44375 per share. Such shares are not redeemable by the 
bank prior to May 24, 2003, but thereafter are redeemable as discussed in 
footnote (1) above. On and after November 24, 2003, such shares are 
convertible at the option of the holder into Common Shares as discussed 
in footnote (1) above. 

(10) The dividend on the First Preferred Shares Series K is payable quarterly 
at a rate of U.S.$0.39375 per share. Such shares are not redeemable by the 
bank prior to May 24, 2003, but thereafter are redeemable as discussed in 
footnote (1) above. On and after November 24, 2003, such shares are 
convertible at the option of the holder into Common Shares as discussed 
in footnote (1) above. 

(11) During 1994, the bank introduced a stock option plan for certain key 
executives. Under this plan, options will periodically be granted to 
purchase Common Shares at prices not less than the market price of such 
shares immediately prior to the grant date. The options are exercisable 
for periods not exceeding ten years. As at October 31, 1995, 10,000,000 
shares were authorized for issuance under the plan. Options were 
granted during 1995 and 1994 for the purchase of 276,800 and 201,600 
Common Shares at an exercise price of $28.91 per share and $30.48 per 
share respectively. None of these options have been exercised. 
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[ DIVIDENDS DECLARED TOTAL PER SHARE 
a 1994 1993 1994 1993 1992 1ggt 
First Preferred | 
Series B $ 20 $ 20 $1.45 $1.45 $1.45 $1.45 
Series C if 7 $6.67 $6.67 $6.67 $7.57 
Series D 9 8 US$6.67 US$6.67 US$6.67 US$6.67 
Series E 7 7 $4.84 $4.84 $5.68 $8.18 
Series F 14 14 $2.25 $2.25 $2.25 $2.25 
Series G 21 Al $2.13 $2.13 $2.13 $2.13 
Series H 25, Di; $2.25 $2.25 $2.25 $0.85 
Series I 21 19 US$1.91 US$1.91 US$1.91 US$0.28 
Series J | 16 $1.78 $1.32 - - 
Series K 21 US US$1.58 US$1.17 = = 
168 154 
Common 364 364 $1.16 $1.16 $1.16 $1.16 
$532 $518 


Nore 12. INCOME TAXEs 


1904. 1993 
Income taxes reported in the financial statements are as follows: 
In income $655 ce (6) 
In retained earnings 
Share issue costs = (8) 
Unrealized foreign currency translation gains and losses, net of hedging activities (95) (82) 
Total income taxes $560 $ (95) 
The current and deferred income taxes are as follows: 
Current income taxes: 
Domestic 
Federal $242 $468 
Provincial 7\ 110 
313 578 
Foreign 64 33) 
BTL 611 
Deferred income taxes: 
Domestic 
Federal 130 (545) 
Provincial 51 (164) 
181 (709) 
Foreign 2 3 
183 (706) 
Total income taxes $560 $ (95) 
1994 1993 
Income taxes in the Consolidated Statement of Income vary from the 
amount that would be computed by applying the composite federal and 
provincial statutory income tax rate of 42.7% (1994 and 1993 — 42.4%) 
for the following reasons : 
Income taxes at statutory rate $789 $ 137 
Increase (decrease) in income taxes resulting from: 
Lower average tax rate applicable to subsidiaries (101) (105) 
Tax-exempt income from securities, primarily 
loan substitute securities (28) (35) 
Other, net (5) (2) 
$655 $ (5) 
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Nore 12. INcoME TAxEs (conrtinuED) 


1994 
The tax effects of timing differences which give rise to the net deferred income tax asset reported 
in “Other assets” are as follows: 
Deferred income tax asset: 
Allowance for credit losses $ 980 
Tax loss carryforwards 118 
Interest on non-accrual loans 182 
Other 474 
1,754 
Deferred income tax liability: 
Pension expense (92) 
Lease receivables (44) 
Other (10) 
(146) 
Net deferred income tax asset $1,608 


The bank has determined that it is virtually certain that its net 
deferred income tax asset will be realized through a combination 
of future reversals of timing differences and taxable income. 

Foreign earnings of certain subsidiaries would be taxed only 
upon their repatriation to Canada. The bank has not recognized 


Norte 13. EarnINGS PER COMMON SHARE 


a deferred tax liability for these undistributed earnings as man- 
agement does not currently expect them to be repatriated. Taxes 
that would be payable if all foreign subsidiaries’ accumulated 
unremitted earnings of $2.8 billion were repatriated are 
estimated at $509 million as at October 31, 1995. 


Earnings per common share has been calculated after deducting preferred dividends of $164 million (1994 — $168 million; 
1993 — $154 million) and has been based on an average number of Common Shares outstanding of 314,154,963 in 1995, 1994 and 1993. 


Note 14. PosTRETIREMENT BENEFITS 
A reconciliation of the funded status of the bank’s pension plans to the “prepaid pension cost” included in “Other assets” is as follows: 


FUNDED STATUS OF PENSION PLANS FOR WHICH ASSETS EXCEED ACCUMULATED BENEFIT OBLIGATION 
1904 
Accumulated benefit obligation: 
Vested $1,878 
Non-vested 60 
1,938 
Effect of future salary increases 343 
Projected benefit obligation 2,281 
Pension fund assets, at adjusted market values* 2,931 
Funding excess 250 
Net unrecognized gains (53) 
Unrecognized transition funding excess (21) 
Other items, net 42 
Prepaid pension cost $ 218 


eae actual market value of the assets at October 31, 1995 was $2,741 million (1994 — $2,552 million). Pension fund assets at October 31, 1995 were comprised 
of equity securities (54%), bonds and debentures (41%), short-term investments (2%), and other investments (3%). 


The transition funding excess and net unrecognized gains are 
amortized to pension expense on a straight-line basis over the 


discount rate of 8.0% (1994 and 1993 — 8.0%) and a weighted- 
average rate of future salary increases of 5.1% (1994 —5.1%; 
expected average remaining service lives of the employees covered 
by the plans. Assumptions used to determine the present value 

of the projected benefit obligation included a weighted-average 


1993 —5.3%). The assumed weighted-average rate of return 
on pension fund assets was 8.0% (1994 and 1993 — 8.0%). 


74 ROYAL BANK of “OC ANCA D A 


Nore 14. PostRETIREMENT BENEFITS (contrNuED) 


F300 \C2O2N: $2021. DEA. TEED 
PoINCA-N (C:lA-L ST AT EME NeT S 


NOTES 


PENSION EXPENSE 


Cost of benefits accrued during the year 
Interest expense on projected benefit obligation 
Actual return on pension fund assets 

Net amortization and deferral 


Net pension expense 


1994 1993 
$ 61 $ 50 
158 139 
(387) (148) 
212 (3) 
$ 44 $ 38 


Postretirement health and dental care and life insurance benefits expense was $8 million in 1995 (1994 — $7 million; 1993 — $7 million). 


Note 15. CoNCENTRATIONS OF CrepiT Risk 


Concentrations of credit risk exist if a number of clients are engaged in similar activities, or are located in the same geographic 


region or have comparable economic characteristics such that their ability to meet contractual obligations would be similarly affected 


by changes in economic, political or other conditions. Concentrations of credit risk indicate the relative sensitivity of the bank’s perfor- 


mance to developments affecting a particular industry or geographic location. Management does not believe that the concentrations 


described below are unusual. 


ON-BALANCE SHEET FINANCIAL INSTRUMENTS 

Of the $164 billion in total earning assets as at September 30, 
1995, 77% relate to the Canadian market and 9% relate to the 
United States market. No other country accounts for more than 
4% of total earning assets. 

Of the $117 billion in total loans as at September 30, 1995, 
. 82% are to borrowers located in Canada, with the largest provin- 
cial concentrations being Ontario (39%), British Columbia (15%) 
and Quebec (11%). No industry accounts for more than 6% of 
total domestic loans. 


OFF-BALANCE SHEET FINANCIAL INSTRUMENTS 
Financial instruments with contractual amounts representing 
credit risk 

Of the $102 billion in off-balance sheet financial instruments 
with contractual amounts representing credit risk as at October 
31, 1995, approximately 56% relate to Canada, 23% to the United 
States and 15% to Europe. 


Included in the $102 billion of these credit instruments are 
commitments to extend credit totalling $82 billion, of which 52% 
relate to Canada and 25% relate to the United States. Of the com- 
mitments to extend credit, the largest industry concentrations 
relate to financial institutions (17%), manufacturing (16%) and 
mining and energy (15%). No other industry sector exceeds 10% 
of the total. 


Derivatives 

The credit risk amount of derivatives, which represents the 
current replacement value of all outstanding over-the-counter 
derivative contracts in a gain position without factoring in the 
impact of master netting agreements or the value of any collat- 
eral, totalled $13.4 billion as at October 31, 1995. Based on the 
location of the ultimate counterparty, 47% of this credit risk 
amount relates to Europe, 22% to the United States, 16% to 
Canada and 14% to Asia Pacific. 

The largest concentration by counterparty type of this credit 
risk exposure is with banks (75% of the total). 


Norte 16. OrFr-BaLANcE SHEET FINANCIAL INSTRUMENTS 


FINANCIAL INSTRUMENTS WITH CONTRACTUAL AMOUNTS REPRESENTING CREDIT RISK 4 
1994 
Guarantees and standby letters of credit $7,115 
Securities lending 7,586 
Documentary and commercial letters of credit ie 

Commitments to extend credit: 

Original term to maturity of one year or less 45,131 
Original term to maturity of more than one year 33,583 
Note issuance/revolving underwriting facilities 251 
$94,445 
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DERIVATIVES \, 
NOTIONAL AMOUNTS TERM TO MATURITY 1994 
OVER OTHER 
UNDER 226) 6-12 I=3 3-5 5 YEARS THAN 
3. MONTHS MONTHS MONTHS YEARS YEARS (a) TRADING TRADING 
Over-the-counter (OTC) contracts: 
Interest rate contracts 
Forward rate agreements $ 90,584 $ 46,466 $21,039 $ 6,065 $ = $ = $ 92,630 $ 4,578 
Swap contracts 34,915 28,891 58,467 142,672 46,228 23,062 243,643 29,653 
Options purchased 2,554 2,176 3,643 10,086 2,755 982 27,271 390 
Options written 3,655 2,180 4,195 9347 2,475 986 29,758 24 
Foreign exchange contracts 
Spot and forward contracts 347,642 105,744 69,647 11,892 1,888 132 397,137 6,963 
Cross currency swap contracts 219 87 322 703 473 696 2,984 5/3 
Cross currency interest rate 
swap contracts 976 572 1,362 9,618 4,812 1,935 11,599 1,574 
Options purchased 21,247 6,541 4,179 1,440 62 =~ 20,265 - 
Options written 22,186 TAVAI 4,850 1,286 105 = 21,263 = 
Other contracts (2) 1sy Is) 676 378 501 83 - 2,226 - 
Exchange-traded contracts: 
Interest rate contracts 
Futures — long positions 6,985 6,367 8,566 13,932 271 = 26,969 = 
Futures — short positions 6,415 7,614 1,470 5,542 486 312 26,320 508 
Options purchased 2,539 857 D2) Ws ar = Z2oil = 
Options written 2,699 883 SDI 270 = — — - 
Foreign exchange contracts 
Futures — long positions 95 — _ — - - Sy - 
Futures — short positions 107 _ = = = = 548 — 
Options purchased 35) 10 2 = - - - — 
Options written - - 513 - - - - - 
Other contracts (2) 127 = = = = = 168 - 
CREDIT RISK (3) TERM TO MATURITY 1994 
OVER OTHER 
UNDER 3-6 6-12 1-3 3-5 5 YEARS THAN 
3MONTHS MONTHS MONTHS YEARS YEARS (1) TRADING TRADING 
Interest rate contracts 
Forward rate agreements See CSM Erie he SIS AS ye eS OS ose 
Swap contracts 366 249 336 2,067 1,066 662 
Options purchased 7 3 1] 67 52 23 
Foreign exchange contracts 
Spot and forward contracts 3,785 1,487 ee 104 S = 
Cross currency swap contracts 67 43 42 109 9 27: 
Cross currency interest rate 
swap contracts 218 12 106 443 175 4] 
Options purchased 255 156 107 24 1 1 
Other contracts (2) 18 5 4 6 2 S 
Total derivatives $4,772 $1,984 $1,736 $2,825 $1,308 $753 $10,309 
Less impact of master netting agreements: 
With intent to settle net or simultaneously (4) 
Without intent to settle net or simultaneously (5) 
Total 
(1) Includes contracts maturing in over 10 years with a notional value of (4) Impact of offsetting credit exposures on contracts where the bank has both 
$258 million and related credit risk of $35 million. a legally enforceable master netting agreement in place and intends to 
(2) Comprised primarily of gold contracts. settle the contracts on either a net basis or simultaneously. 
(3) Represents the total current replacement value of all outstanding contracts (5) Additional impact of offsetting credit exposures on contracts where the 
in a gain position, without factoring in the impact of master netting bank has a legally enforceable master netting agreement in place but does 
agreements. Exchange-traded contracts are subject to daily margin not intend to settle the contracts on a net basis or simultaneously. 


requirements and are, therefore, deemed to have no additional credit risk. 
Written options are excluded as they represent obligations of the bank and 
as such do not attract credit risk. 


76 ROYAL BANK of GAN AD A 


FINANCIAL INSTRUMENTS WITH CONTRACTUAL 
AMOUNTS REPRESENTING CREDIT RISK 

The primary purpose of these instruments is to ensure that 
funds are available to a customer as required. The bank’s policy 
for requiring collateral security with respect to these instruments 
and the types of collateral security held are generally the same as 
for loans, as described in Note 1. 

Guarantees and standby letters of credit, which represent 
irrevocable assurances that the bank will make payments in the 
event that a customer cannot meet its obligations to third parties, 
carry the same credit risk as loans. Documentary and commer- 
cial letters of credit, which are written undertakings by the 
bank on behalf of a customer authorizing a third party to draw 
drafts on the bank up to a stipulated amount under specific terms 
and conditions, are collateralized by the underlying shipments of 
goods to which they relate and, therefore, have significantly less 
risk than unsecured obligations. Cash requirements under guar- 
antees and standby letters of credit are considerably less than the 
amount of the commitment because the bank does not generally 
expect the third party to draw funds under the agreement. 

In securities lending transactions, the bank acts as an agent 
for the owner of a security, who agrees to lend the security toa 
borrower for a fee, under the terms of a pre-arranged contract. 
The borrower must fully collateralize the security loan at all 
times. The bank has two types of securities lending arrange- 
ments: lending with and without credit or market risk 
indemnification. In securities lending without indemnification, 
the bank bears no risk of loss. For transactions in which the bank 
provides an indemnification, risk of loss occurs if the borrower 
defaults and the value of the collateral declines concurrently. The 
credit risk associated with these transactions is considered small 
as borrowers must meet specific credit standards and must fully 
collateralize the security loan on a daily basis. 

Commitments to extend credit represent unused portions of 
authorizations to extend credit in the form of loans, bankers’ 
acceptances, guarantees or letters of credit. With respect to credit 
risk on commitments to extend credit, the bank is potentially 
exposed to loss in an amount equal to the total unused commit- 
ments. However, the likely amount of loss is considerably less 
than the total unused commitments since most commitments to 
extend credit are contingent upon customers maintaining specific 
credit standards. While there is some credit risk associated with 
the remainder of commitments, the risk is viewed as modest 
since it results first from the possibility of unused portions of loan 
authorizations being drawn by the customer and, second, from 
these drawings subsequently not being repaid as due. The bank 
monitors the term to maturity of credit commitments because 
longer-term commitments generally have a greater degree of 
credit risk than shorter-term commitments. 

The total outstanding contractual amount of commitments to 
extend credit does not necessarily represent future cash require- 
ments, since many of these commitments will expire or terminate 
without being funded. 
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Revolving underwriting facilities are arrangements 
whereby a customer issues short-term notes supported by an 
undertaking by the bank that if the customer is unable to issue 
the notes at a predetermined price, the bank will buy them ata 
prescribed price or guarantee the availability of funds by provid- 
ing standby credit. Note issuance facilities are similar to 
revolving underwriting facilities, except that the bank under- 
writes on a “best efforts basis” and is not obligated to buy unsold 
notes or provide standby credit. The risks associated with note 
issuance facilities and revolving underwriting facilities are com- 
parable to those of longer-term commitments to extend credit. 


DERIVATIVES 

The bank deals in interest rate, foreign exchange, and equity 
and commodity derivatives to earn fees, and generate trading 
revenues and also utilizes derivatives to manage its own 
asset/liability exposures. 

The table on the previous page provides the notional 
amounts of the bank’s derivatives. Notional amounts are used 
to calculate payments and are a common measure of business 
volume, however, they are not indicative of credit or market 
risk exposure. 

Current credit exposure is limited to the amount of loss that 
the bank would suffer if every counterparty to which the bank 
was exposed were to default at once (i.e. the current replacement 
value of all outstanding contracts in a gain position). These 
amounts, detailed on the table on the previous page, do not con- 
sider the value of any collateral. Credit exposure is managed as 
part of the overall borrowing limits granted to customers. 

The bank attempts to limit its credit exposure by dealing with 
counterparties believed to be creditworthy, encouraging counter- 
parties to enter into master netting agreements and other 
credit-mitigation techniques. 

Market risk is the risk to earnings that arises from movements 
in interest rates, foreign exchange rates, equity prices or 
commodity prices, and the degree of volatility of these rates and 
prices. The bank manages its exposure to market risks through 
the use of risk limits and by entering into offsetting transactions. 

Interest Rate Contracts include interest rate swaps, interest 
rate futures, forward rate agreements and interest rate options. 

Interest rate swaps are transactions in which two parties 
exchange interest flows on a specified notional amount for a 
predetermined period based on agreed-upon fixed and floating 
rates. Notional amounts are not exchanged. 

Interest rate futures are contractual obligations to buy or sell 
a financial instrument on a future date at a specified price estab- 
lished on an organized exchange. Since futures contracts are 
collateralized by cash or marketable securities and changes in the 
futures contract value are settled daily with the exchange, the 
credit risk is negligible. 

Forward rate agreements are effectively tailor-made interest 
rate futures, negotiated between two counterparties, which call 
for a cash settlement at a future date for the difference between 
4 contractual rate of interest and the current market rate, based 


on a notional amount. 
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Interest rate options are contractual agreements under which 
the seller (writer) grants the purchaser the right, but not the 
obligation, either to buy (call option) or sell (put option) at or by a 
set date, a specific amount of a financial instrument at a predeter- 
mined price. In consideration for the assumption of interest rate 
risk, the seller receives a premium from the purchaser. Options 
may be either exchange-traded or negotiated between the bank 
and a customer. The credit risk associated with exchange-traded 
options is negligible. 

Foreign Exchange Contracts include spot and forward con- 
tracts, foreign currency futures, foreign currency options, cross 
currency interest rate swaps and cross currency swaps. 

Foreign exchange forward contracts represent commitments 
to exchange two currencies at a specified future date based on a 
rate agreed to by both parties at the inception of the contract. 
Foreign exchange spot contracts are similar to forward contracts 
except that delivery is within two business days of the contract 
date. The bank enters into these contracts to service the needs 
of customers, as a market maker in foreign exchange and to 
manage its own asset/liability exposures. 

Foreign currency futures are contractual obligations to buy 
or sell a foreign currency on a future date at a specified price 


Nore 17. Farr VALUE OF FINANCIAL INSTRUMENTS 


established on an organized exchange. Similar to interest rate 
futures, they are subject to daily settlement for any change in 
market value. 

Foreign currency options, which can be exchange-traded 
or entered into directly by the bank and a customer, are similar 
to interest rate option contracts, except that they are based on 
currencies. 

Cross currency interest rate swaps are transactions in which 
two parties exchange currencies and interest rates on a specified 
notional amount for a predetermined period. The notional 
amount is generally exchanged at inception and re-exchanged 
at maturity. Cross currency swaps are transactions in which fixed 
or floating interest payments in one currency are made against 
receipt of fixed or floating interest payments in another. 

Other contracts is comprised primarily of equity-linked and 
commodity contracts. Equity-linked contracts include stock 
index option and future contracts, equity options and swaps. 
Stock index instruments are contracts to pay or receive cash 
flows based on the increase or decrease in the underlying index. 
Commodity products include precious metal options, warrants, 
forwards, and futures. These instruments are similar to interest 
rate contracts except that they are based on commodity prices. 


ON-BALANCE SHEET FINANCIAL INSTRUMENTS 


Assets 
Cash resources 
Securities 
Loans 
Customers’ liability under acceptances 
Other assets 
Liabilities 
Deposits 
Acceptances 
Obligations related to assets sold under 
repurchase agreements 
Obligations related to securities sold short 
Other liabilities 
Subordinated debentures 


The following methods and assumptions were used to esti- 
mate the fair value of the on-balance sheet financial instruments: 
Financial instruments valued at carrying value: Due to 

their short-term maturity, the carrying values of certain on- 
balance sheet financial instruments were assumed to approximate 
their fair values. These financial instruments include; “Cash 
resources”, “Customers’ liability under acceptances”, “Other 
assets”, “Acceptances”, “Obligations related to assets sold under 
repurchase agreements”, “Obligations related to securities sold 
short” and “Other liabilities”, 

Securities: The estimated fair values of securities are pro- 
vided in Note 3 to the financial statements. These are based on 
quoted market prices, when available. If quoted market prices 
are not available, fair values are estimated using quoted market 
prices of similar securities. 
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1994 
FAIR VALUE 

BOOK FAIR OVER (UNDER) 
VALUE VALUE BOOK VALUE 

$ 16,449 $ 16,449 $ = 
27,695 27,423 (272) 
115,386 114,918 (468) 
6,205 6,205 = 
3,178 37S 2 
135,815 136,031 216 
6,205 6,205 be 
5,341 5,341 = 
5,569 5,569 2 
8,083 8,083 = 
3477 3,509 32 


Loans: For certain variable rate loans that reprice frequently, 
estimated fair values are assumed to be equal to the carrying 
values. The fair values of other loans are estimated using a dis- 
counted cash flow calculation that uses market interest rates 
currently charged for similar new loans at October 31 to expected 
maturity amounts (adjusted for prepayments where appropriate). 

Deposit liabilities: The fair values of deposits with no stated 
maturity are assumed to be equal to their carrying values. The 
estimated fair values of fixed rate deposits are determined by dis- 
counting the contractual cash flows, using market interest rates 
currently offered for deposits of similar remaining maturities. 

Subordinated debentures: The fair values of the bank’s 
debentures are based on quoted market prices for similar issues, 
or current rates offered to the bank for debt of the same remain- 
ing maturity. 
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OFF-BALANCE SHEET FINANCIAL INSTRUMENTS 
1994 
GROSS FAIR VALUE PERIOD END 
FAIR VALUE 
POSITIVE NEGATIVE 
Derivative financial instruments 
held or issued for trading purposes 
Interest rate contracts 
Forward rate agreements ¢ 89 $ 87 
Swap contracts 22973 3,020 
Options purchased 295 _ 
Options written at 238 
Total interest rate contracts 35357 3,345 
Foreign exchange contracts 
Spot and forward contracts 5,762 By hope 
Cross currency swap contracts 303 39 
Cross currency interest rate swap contracts Bey 529 
Options purchased 302 = 
Options written — 262 
Total foreign exchange contracts 6,899 6,563 
Other 53 34 
Gross fair values — Trading $10,309 $9,942 
Derivative financial instruments held or issued for 
other than trading purposes 
Interest rate contracts 
Forward rate agreements uN ke > 6 
Swap contracts 261 303 
Options purchased 6 es 
Total interest rate contracts 273 309 
Foreign exchange contracts 
Spot and forward contracts 101 63 
Cross currency swap contracts = 20 
Cross currency interest rate swap contracts 185 80 
Options purchased = = 
Total foreign exchange contracts 286 163 
Gross fair values — Other than trading $559 $472 
Total gross fair values $10,868 $10,414 
Less impact of master netting agreements: 
With intent to settle net or simultaneously (2) 
Without intent to settle net or simultaneously (3) 
Total 


(1) Average fair value amounts are calculated based on monthly balances. 

(2) Impact of offsetting credit exposures on contracts where the bank has both a legally enforceable master netting agreement in place and intends to settle the 
contracts on either a net basis or simultaneously. 

(3) Additional impact of offsetting credit exposures on contracts where the bank has a legally enforceable master netting agreement in place but does not intend 


to settle the contracts on a net basis or simultaneously. 


The following methods and assumptions were used to esti- Derivatives: The fair values of exchange-traded derivatives 
mate the fair value of the off-balance sheet financial instruments: are based on quoted market prices or dealer quotes. Fair values 

Off-balance sheet financial instruments with contractual of non-exchange-traded or over-the-counter (OTC) derivative 
amounts representing credit risk: The commitments to extend instruments consist of net unrealized gains and losses, accrued 
credit are primarily variable rate and therefore do not expose the interest receivable or payable, and premiums paid or received. 


These amounts are generally calculated as the net present value 
of contractual cash flows using prevailing market rates for 
instruments with similar characteristics and maturities. 


bank to interest rate risk. 
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The estimated fair value amounts are designed to approxi- 
mate amounts at which these instruments could be exchanged 
in a current transaction between willing parties, however, many 
of the financial instruments lack an available trading market. 
Therefore, fair values are based on estimates using present value 
and other valuation techniques which are significantly affected 
by the assumptions used concerning the amount and timing of 
estimated future cash flows and discount rates which reflect 
varying degrees of risk. Also, the estimated fair values disclosed 
do not reflect the value of assets and liabilities that are not consid- 


ered financial instruments such as “premises and equipment”. 

In addition, the values of other non-financial assets and liabilities, 
such as intangible values of customer relationships and leases, 
have been excluded. As such, the derived fair value estimates 
cannot be compared to those of other financial institutions. 
Furthermore, due to the use of subjective judgement and 
uncertainties, the aggregate fair value amount should not be 
interpreted as being realizable in an immediate settlement 

of the instruments. 
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LEASE COMMITMENTS 

The bank leases many properties under standard real estate 
leases which include renewal options and escalation clauses. 
Minimum future rental commitments for buildings under long- 
term non-cancellable leases for the next five years are shown 
below. Annual rental commitments after 2000 are in decreasing 


amounts. 
1996 $175 
1997 164 
1998 Nest) 
1999 136 
2000 104 


Building rent expense, net of property rental income and 
restructuring expenses, included in the Consolidated Statement 
of Income for the year ended October 31, 1995 was $194 million 
(1994 —$182 million; 1993 — $163 million). 


LITIGATION 

Various legal proceedings are pending which challenge 
certain practices or actions of the bank and its subsidiaries. Many 
of these proceedings are loan-related and are in reaction to steps 
taken by the bank and its subsidiaries to collect delinquent loans 
and enforce rights in collateral securing such loans. Management 
considers that the aggregate liability resulting from these 
proceedings will not be material. 


PLEDGED ASSETS 

Securities with a carrying value of $14.8 billion have been 
pledged as collateral for various types of funding transactions 
including obligations related to assets sold under repurchase 
agreements, obligations related to securities sold short and 
secured liabilities of subsidiaries other than deposits. In addition, 
assets with a carrying value of $946 million have been deposited 
as collateral in order to participate in clearing and payment 
systems and depositories or to have access to the facilities of 
central banks in foreign jurisdictions. 


Nore 19. RECONCILIATION OF CANADIAN AND UNITED STATES 


GENERALLY ACCEPTED ACCOUNTING PRINCIPLES 


The consolidated financial statements of the bank are prepared in accordance with Canadian generally accepted accounting princi- 
ples (GAAP), including the accounting requirements of the Superintendent of Financial Institutions Canada. As required by the United 
States Securities and Exchange Commission, material differences between Canadian and United States GAAP are described below. 


CONSOLIDATED BALANCE SHEET 

There are no material differences, as at October 31, 1995 and 
1994, between assets and liabilities as reported in the Consoli- 
dated Balance Sheet prepared under Canadian GAAP and those 
amounts which would be reported under United States GAAP 
except for the effects of adopting Statement of Financial 
Accounting Standard (SFAS) No. 115 “Accounting for Certain 
‘Investments in Debt and Equity Securities” and Financial 
Accounting Standard Board (FASB) Interpretation No. 39 
“Offsetting of Amounts Related to Certain Contracts”. 

Under SFAS No. 115, which must be implemented for the 
year ended October 31, 1995 for United States reporting purposes, 
investments in equity securities that have readily determinable 
fair values and all investments in debt securities must be classi- 
fied according to one of the following three categories: 
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1. Held to Maturity: Securities that the bank has the positive 
intent and ability to hold to maturity are reported at amor- 
tized cost. 

2. Trading Securities: Securities that are bought and held 
principally for resale in the near term are reported at fair 
value, with unrealized gains and losses included in earnings. 

3. Available for Sale: Securities not classified as either held to 
maturity or trading are classified as available for sale and 
are reported at fair value, with unrealized gains and losses 
excluded from earnings and reported in a separate com- 
ponent of shareholders’ equity. 
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Nore 19. RECONCILIATION OF CANADIAN AND UNITED STATES 
GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (contTINUED) 


Under Canadian GAAP, the bank classifies securities held 
as either investment account or trading account securities. 
Investment account securities are carried at amortized cost and 
trading account securities are recorded at estimated current 
market value. For United States reporting purposes, primarily all 
investment account securities would be classified as “Available for 
Sale” and reported at estimated fair value. 

Had the bank reported its investment account securities in 
accordance with United States GAAP as at October 31, 1995, 
securities would have increased by $219 million and deferred 
income taxes (included in “Other assets”) would have decreased 
by $93 million. The after-tax net unrealized gain of $126 million 
would have been reported as a separate component of sharehold- 
ers’ equity. Gross realized gains and gross realized losses from 
disposal of available for sale securities were $109 million and 
$92 million, respectively, for the year ended October 31, 1995. 

Under FASB Interpretation No. 39, which must be imple- 
mented for the year ended October 31, 1995 for United States 
reporting purposes, assets and liabilities should not be offset on 
the balance sheet unless specific criteria are met. The most signif- 
icant impact of this requirement would be that gross unrealized 
gains and losses on derivatives would be reported as assets and 
liabilities respectively. However, unrealized gains and losses on 
contracts with the same counterparty would be permitted to be 
netted if the contracts are executed under legally enforceable 
master netting agreements. The bank presently records unrealized 
gains and losses on derivatives on a net basis on the balance sheet. 

Had the bank reported its unrealized gains and losses on 
derivative contracts in accordance with United States GAAP 
as at October 31, 1995, both assets and liabilities would increase 


by $9.7 billion. 


CONSOLIDATED STATEMENT OF INCOME 

There are no differences between Canadian and United States 
GAAP which would have had a material impact on the 
Consolidated Statement of Income. 

Revenue and expenses reported in the Consolidated 
Statement of Income are generally classified in the same manner 
as under United States GAAP except that gains and losses on 
investment account and trading account securities and write- 
downs of investment account securities would be reported in 
“Other income” under United States GAAP. These amounts are 
included in “Interest income” under Canadian GAAP. 


CONSOLIDATED STATEMENT OF CHANGES IN 
SHAREHOLDERS EQUITY 

There are no material differences between the Consolidated 
Statement of Shareholders’ Equity as reported under Canadian 
GAAP for the years ended October 31, 1995, 1994 and 1993 and 
as reported under United States GAAP, except for the after-tax 
net unrealized gain on investment account securities, in accor- 


dance with SFAS No. 115 as described above. 


CONSOLIDATED STATEMENT OF CHANGES IN 
FINANCIAL POSITION 

There are no material differences between the Consolidated 
Statement of Changes in Financial Position as reported under 
Canadian GAAP for the years ended October 31, 1995, 1994 and 
1993 and as would be reported under United States GAAP, 
except for the disclosure of supplementary information relating 
to interest paid in 1995 of $7.3 billion (1994 — $6.4 billion; 
1993 — $4.9 billion) and cash income taxes paid of $265 million in 
1995 (1994 — $407 million; 1993 — $567 million). 


RECENT UNITED STATES GENERALLY ACCEPTED 
ACCOUNTING STANDARDS NOT YET ADOPTED 
BY THE BANK 
Statement of Financial Accounting Standards No. 106 
“Employers’ Accounting for Postretirement Benefits Other 
Than Pensions” 

Under this new standard, which must be implemented in 
the year ending October 31, 1996 for United States reporting 
purposes, the bank will be required to accrue the costs of post- 
retirement benefits other than pensions, over the working lives 
of employees in a similar manner to pension costs. These benefits 
are primarily comprised of life insurance, dental care and supple- 
mentary health care coverage (in excess of coverage provided 
under the Canadian health insurance system). The bank 
currently expenses the costs of postretirement benefits other 
than pensions, at the time that the expenditures are incurred and, 
as indicated in Note 14, the amount charged to income in 1995 
was $8 million (1994 — $7 million; 1993 — $7 million). The impact 
of adopting the new standard will be determined in 1996, consis- 
tent with the required date of implementation. 


Statement of Financial Accounting Standards No. 114 and 118 
“Accounting by Creditors for Impairment of a Loan” 

These standards are similar to the Impaired Loans accounting 
standard recently issued by the Canadian Institute of Chartered 
Accountants, the detail of which is described in Note 4. While 
similar in content and required date of implementation, the 
initial impact of adopting the United States reporting standard 
must be charged to earnings in the year ending October 31, 1996. 
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CONSOLIDATED BALANCE SHEET 


As at October 31 ($ millions) 


Assets 
Cash resources 


Securities 


Loans 
Residential mortgages 
Consumer instalment, 
credit card and other 
personal loans 
Business and government loans 
Assets purchased under reverse 


repurchase agreements 


Customers’ liability under 
acceptances 
Premises and equipment 


Other assets 


Liabilities and shareholders’ equity 
Deposits 
Consumers 
Businesses and governments 
Banks 


Acceptances 

Obligations related to assets sold 
under repurchase agreements 

Obligations related to securities 
sold short 

Other liabilities 

Subordinated debentures 


Shareholders’ equity 
Capital stock 
Preferred 
Common 


Retained earnings 
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1994 1993 1992 IggI 1990 1989 1988 1987 1986 

$ 16,449 $ 10,874 $ 10,938 $ 8,820 $ 8,763 $ 8,187 $ 10,093 $ 13,810 $14,908 
27,695 24,011 16,146 13,436 QAaY 7,989 8,872 8,586 10,244 
44,086 4337358 32,607 ZOOS TY MSS) 22,530 FSO 2 16,184 12,510 
19,758 19,508 17928 17,290 16,826 15,612 14,187 Wh AA: 10,120 
46,283 AT ONS Aes (O)25) 51,351 SOS 45,097 44,092 41,365 43,304 
yy) 5,304 607 600 = - - = = 
LIS5S860 ) L165469 100; 137 98,344 92,694 83,239 77,781 69,293 65,934 
6,205 6,302 Oh 7e20) 10,369 10,701 939 7,226 Seat 
ES ey 2. 05Yi EOS iL eAll 1,800 1,509 1335 1,253 1,168 
5,369 5,228 Sil 2,621 2,863 3,035 2,434 2,002 AS 
$173,079 $164,941 $138,293 $132,352 $125,938 $114,660 $110,054 $102,170 $99,607 
$ 85,214 $ 84,696 $ 67,648 $ 64,332 $ 60,577 $ 53,851 $ 46,701 $ 42,530 $41,031 
36,422 33,781 30,245 DOIN LY S39) Dae DESMA: 28,021 26,003 
ii ye LG922 Le) 10,950 LEZ 10,093 12,613 15,260 17219 
Sissons, EKO) We SINS (OI 99,168 89,186 87,238 85,811 84,253 
6,205 6,302 hs 7,210 10,369 10,701 D9) 7,226 5,438 
Do) PESOS 787 641 aS BOS) 188 a9) 48 
5,569 5,362 3,628 2,650 23: 989 620 55 52 
8,083 8,973 5,286 SFI 6,096 Dso4 5,382 Silla: 3,086 
SATE. Delay? Sel 3,076 22299 2,118 2,000 ava 2,068 
NGA t9 OL a7. OS O87 e249 OE St nO 85S 7 msn 97,806 94945 
2,266 2,248 Lo 1,661 1,146 IL ey O54, 1,012 1,025 
2,910 DONO) ZOMG 2,726 2,450 75309 1,961 14> 93 
Sills) DAYLE 3,002 S37) 2,858 BB DS 2MeZz 1,807 2,444 
8,589 LEY 7,506 7,762 6,454 5,783 5,087 4,364 4,662 
$173,079 $164,941 $138,293 $132,352 $125,938 $114,660 $110,054 $102,170 $99,607 


TO+YEAR Fin AN CUA ESTA TEM EN TS [IV 


CONSOLIDATED STATEMENT OF INCOME 


For the year ended October 31 


($ millions) 1994 1993 1992 1991 1990 1989 1988 1987 1986 


Interest income 


Loans $ 8,889 $8,104 $ 8,891 $10,664 $11,251 $10,047 $7,915 $6,769 $7,061 
Securities 1,369 1,245 946 oy, 1,057 971 706 785 856 
Deposits with banks 479 321 421 613 666 676 704 881 1,094 


10,737 9,670 10,258 12,204 12,974 11,694 9325) 8,435 9,011 


Interest expense 


Deposits Soy 4,923 5,832 7,924 9,092 SD: 5,871 5,304 5,976 
Subordinated debentures 268 245 Sy] 271 220 206 142 136 172. 
Other 280 109 79 59 68 91 Bi 42 38 

6,069 SE) 6,168 8,254 9,380 8,069 6,044 5,482 6,186 
Net interest income 4,668 4,393 4,090 3,950 3,594 3,625 3,281 2,953 2,825 
Provision for credit losses 820 1,750 2,050 605 420 1,380 750 900 975 

3,848 2,643 2,040 3,345 3,174 2,245 253i 2,053 1,850 
Other income 2652 2,070 1,911 MSY 1,644 ESS) 1,267 1,061 831 


6,500 eal Sy)5)!| 5,082 4,818 3,778 3,798 Solllle! 2,681 


Non-interest expenses 


Human resources 2,675 2,310 2,160 2,072 1,889 1,706 1,467 [AS 277, 1,254 
Occupancy 478 418 400 364 307 276 259 Dye, 209 
Equipment 460 396 37 335 287 238 204 181 168 
Communications 450 SH 372 372 362 321 266 DI 213 
Restructuring - 410 130 - — - ~ - - 
Other 576 478 449 445 444 389 351 364 328 
4,639 4,389 3,888 3,588 3,289 2,930 2,547 2,326 Dio 

Net income before income taxes 1,861 324 63 1,494 1529 848 ibys 788 509 
Income taxes 655 (5) (65) 495 5)5)2) 305 530 273 54 
Net income before non-controlling 

interest 1,206 329 128 999 974 543 721 515 455 
Non-controlling interest in net 

income of subsidiaries By 29 Dil 16 9 14 9 3 3 
Net income before special 

provision for losses 1,169 300 107 983 965 529 HAly) 2 452 
Special provision for losses - - - - = = (800) = 


Net income (loss) $ 1,169 $ 300 Sen OMe See OSS San GOD et 29 oe Ze $ (288) $ 452 


CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY 


For the year ended October 31 


($ millions) 1994 1993 1992 1991 1990 1989 1988 1987 1986 


Preferred shares 
$2,248 $1,594 $1,661 $1,146 $1,151 $ 954 $1,012 $1,025 $ 877 


Balance at beginning of year 


Issue of preferred shares ~ 612 - 526 - 400 - ~ 150 
Preferred shares converted ~ - — = = (187) (44) = = 
Preferred shares redeemed and 

purchased for cancellation - = (102) (5) (4) (11) (5) (6) (4) 
Translation adjustment on shares 

issued in foreign currency 18 42 35 (6) (1) (5) (9) (8) 2 


$2,266 $2,248 Spr $1,661 $1,146 $1,151 $954 $1,012 $1,025 


Balance at end of year 


Common shares 
$2,910 $2,910 $2,726 $2,450 $2,309 $1,961 $1,545 $1,193 $ 962 

= = 184 276 141 348 416 352 231 
$2,910 $2,910 $2,910 $2,726 $2,450 $2,309 $1,961 $1,545 $1,193 


Balance at beginning of year 
Issue of common shares 


Balance at end of year 


Retained earnings 


Balance at beginning of year $2,772 $3,002 $3,375 $2,858 $2,323 yen) $1,807 $2,444 $2,329 
Net income (loss) 1,169 300 107 983 965 529 HEAD Si ne 
Dividends — preferred (168) (154) (1235) (103) (96) (65) (80) (79) (76) 
—common (364) (364) (361) (352) (337) (313) (266) (236) (205) 

Income taxes _ = - - - _ _ (29) (35) 
= (11) = (8) - (6) - - (3) 


Share issue costs 
Unrealized foreign currency 


4 (1) 4 (3) 3 6 (1) (5) (18) 
$2413. $2,772 $8002 $3,375 . $2,858. “$2,323 $2,172. $1,807 $2,444 


translation gains and losses 


Balance at end of year 


$8,589 $7,930 $7,506 $7,762 $6,454 $5,783 $5,087 $4,364 $4,662 


Shareholders’ equity at end of year 
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DeEPposITs GREATER THAN $100,000 
MATURITY PROFILE OF 
DEPOSITS GREATER THAN $100,000 | 
LESS GREATER 
THAN THAN WITHIN 3706 6 TO 12 AFTER 12 
As at October 31, 1995 ($ millions) TOTAL $100,000 $100,000 3 MONTHS MONTHS MONTHS MONTHS 
Domestic 
Consumers $ 84,660 $65,983 $18,677 $10,241 $1,707 $4,408 $2,321 
Businesses and governments 27,700 4,713 22,987 21,768 460 414 345 
Banks 2,418 = 2,418 2,418 = = ~ 
114,778 70,696 44,082 34,427 2,167 4,822 2,666 + 
International 
Consumers 5,269 806 4.463 4.227 165 62 9 
Businesses and governments 12,200 113 12,087 8,078 2,970 358 681 
Banks 11,244 i228 10,016 7,589 1,806 378 243 
28,713 2,147 26,566 19,894 4,94] 798 933 
Total $143,491 $72,843 $70,648 $54,321 $7,108 $5,620 $3,599 
QuarTERLY HIGHLIGHTS 
(3 millions, except per share amounts; 
taxable equivalent basis) 1994 
Q4 Q3 Q2 Qi 
Domestic 
Net interest income $1,048 $1,001 $980 $951 
Provision for credit losses (195) (196) (197) (198) 
Other income 494 505 559 557), 
Non-interest expenses (1,001) (1,002) (990) (1,022) 
Income taxes (149) (126) (148) (118) 
Non-controlling interest (7) (7) (12) (9) 
Net income $190 $175 $192 $161 
Average assets ($ billions) $135.0 $134.3 $134.0 $133.5 
International . 
Net interest income $174 $170 $150 $243 
Provision for credit losses (10) (9) (8) (7) 
Other income 160 141 107 129 
Non-interest expenses (179) (esi) (144) (150) 
Income taxes (33) (31) (23) (76) 
Non-controlling interest S (1) (1) [2 
Net income ce $119 $81 $139 
Average assets ($ billions) $33.7 $32.8 $32.7 $31.1 


Total Bank 


Net interest income 


$1,222 $1,171 $1,130 $1,194 


Provision for credit losses (205) (205) (205) (205) 
Other income 654 646 666 686 
Non-interest expenses (1,180) (1,153) (1,134) (1,172) 
Income taxes (182) (iS) (171) 94) 
Non-controlling interest (7) (8) (13) (9) 
Net income $302 $294 $273 $300 
Average assets ($ billions) $168.7 $167.1 $166.7 $164.6 
Earnings per common share $0.83 $0.80 $0.74 $0.82 
Dividends per common share $0.29 $0.29 $0.29 $0.29 
Return on assets 0.71% 0.70% 0.67% 0.72% 
Return on equity 16.6% 16.5% 16.1% 17.9%_| 
Common share price — High $29.63 $28.63 $31.88 $31.75 
Low 27.38 PINS WONS 26.13 
Close 28.38 28.00 27.38 31.50 
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INFORMATION 


CONSOLIDATED REVENUES AND ExpENSES AS A PERCENTAGE OF AVERAGE ASSETS 
| (Taxable equivalent basis) 1994 1993 1992 IggI 1990 1989 1988 1987 1986 
Average assets ($ millions) $166,700 $142,500 $136,200 $130,100 $121,700 $112,700 $104,300 $100,400 $97,700 
Net interest income (1) 2.83% 3.13% 3.05% 3.09% 3.03% S50 7am vo 3.09% 3.07% 
Provision for credit losses (.49) (1.23) (1.51) (.47) (.35) (1.22) (.72) (.90) (1.00) 
2.34 1.90 1.54 2.62 2.68 2.08 2.50 2.19 2.07 
Other income 1.59 1.45 1.40 1.34 eb) 1.36 122 1.06 85 
3.93 3.35) 2.94 3.96 4.03 3.44 B72 3.25 2.92 
Non-interest expenses (2.78) (3.08) (2.85) (2.76) (2.70) (2.61) (2.44) (2.32) (2222) 
iil) 27 .09 1.20 1.33 83 1.28 93 70 
Income taxes (1) (.43) (.04) = (.44) (53) (G35) (59) (.42) (23) 
Non-controlling interest in net 
income of subsidiaries (.02) (.02) (.01) = (.01) (.01) (.01) = (.01) 
Return on assets 70% 21% 08% 76% 79% 47% 68% 51% 46% 
Return on assets after preferred 
dividends 60% 10% (.01)% 68% 71% 41% 61% 43% 38% 
Common share information (2) 
Shares outstanding (thousands) (3) 314,155 314,155 314,155 306,460 293,267 286,674 265,300 236,010 213,044 
Earnings (loss) per share (4) $ 3.19 $ 0.46 $(0.05) $ 2.92 $ 3.00 $ 1.64 SS Do $ 1.89 $ 1.84 
Dividends per share 1.16 1.16 1.16 1.16 1.16 1.10 1.04 1.01 1.00 
Common share price (5) High 31.88 28.88 29.00 27.50 25.69 24.38 18.25 19.44 17.63 
(65) Low PINS 22.00 21.50 20.50 19.75 16.88 13.06 12.81 13.75 
(5) Close 28.38 il Ds) 24.13 27.00 20.75 24.25 18.00 13.88 16.63 
Book value (6) 20.13 18.09 18.82 19.9] 18.10 16.16 15.58 14.20 17.07 
Price/earnings multiple (7) 8.9 = - 8.2 7.6 125 6.2 8.5 8.5 
Dividend yield (8) 4.1% 4.6% 4.6% 4.8% 5.1% 5.3% 6.6% 6.3% 6.4% 
Dividend payout ratio (9) 36.4% ~ - 40.0% 38.8% 67.4% 42.1% 54.5% 54.5% 
Return on equity (10) 16.8% 2.4% (0.3)% 15.5% 17.5% 10.1% 17.2% 11.5% 10.9% 
Capital ratios ($ millions) (11) 
Tier | capital $ 7,660 $ 6,910 $ 6,740 $ 6,938 $53712 $5,096 $4 232 
Tier 2 capital 3,865 4,031 3,743 3,748 2,813 2,538 2,383 
Total capital $11,525 $10,941 $10,483 $10,686 $8,525 $7,634 $6,615 
Total risk-adjusted assets $120,158 $117,043 $114,298 $113,975 $115,035 $106,218 $99,801 
Tier 1 capital to risk-adjusted assets 6.4% 5.9% 5.9% 6.1% 5.0% 4.8% 4.2% 
Tier 2 capital to risk-adjusted assets 2 Bia 3.3 S53 De 2.4 24 
Total capital to risk-adjusted assets 9.6% 9.3% 9.2% 9.4% 7.4% 7.2% 6.6% 
Other information 
Number of employees (12) 49,208 SIE) 49,628 50,547 50,106 47,989 46,096 42,839 43,229 
Automated banking machines 3,948 3,981 3,828 3,651 3,142 2,334 1,632 esse 1,170 
Service delivery units 
Domestic 1,596 1,731 1,661 1,645 1,617 1,560 ihsvills 1,467 1,442 
International (13) 97 95 83 102 48 47 47 50 54 
Total 1,693 1,826 1,744 1,747 1,665 1,607 1,560 ibeswly 1,496 
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(7) Average of high and low common share price divided by earnings per 
share. The multiples for 1993 and 1992 are not meaningful. 

(8) Dividends per common share divided by the average of high and low 
share price. 

(9) Common dividends as a percentage of net income after preferred 
dividends. The ratios for 1993 and 1992 are not meaningful. 

(10) Net income after taxes less preferred share dividends, divided by average 
common shareholders’ equity. 

(11) Commencing October 31, 1988, the bank has calculated its capital ratios 
in accordance with the capital adequacy guideline of the Superintendent 
of Financial Institutions Canada. 


(1) Net interest income and income taxes are presented on a taxable 
equivalent basis. 

(2) Common shares were split on a 2 for | basis in February 1990 and 
all related data has been restated accordingly. 

(3) At October 31. 

(4) Income and earnings per share figures for 1987 are stated before 
the special provision for losses on country lending. Adjusting these 
figures for the special provision results in a loss of $1.60 per share. 

(5) High and low price of common shares traded on the Toronto Stock 
Exchange during the year and the closing price on the last trading day of 


October. 
(6) Common shareholders’ equity divided by common shares outstanding at (12) On a full-time equivalent basis. e 
October 31. (13) International service delivery units since 1991 include (in addition 


to branches) representative offices, agencies and subsidiaries. 


Rvs YUAD: OR ACN Ke oe fe (OASN A Dk 85 


lV 


86 


PRIEUN- CLP ALS UB SED 1-A.RLES 


CARRYING VALUE 
OF VOTING 


PERCENTAGE OF 
VOTING SHARES 


PRINCIPAL SHARES OWNED OWNED BY 

NAME OFFICE ADDRESS* BY THE BANK** THE BANK 

Royat Bank Mortcace CorporaTion*** Montreal, Canada $ 854 100% 
Roya. Trust CorporaTIoNn oF Canapa*** Toronto, Canada 746 100 
Tue Roya Trust Company Montreal, Canada 147 100 
RBC Insurance Ho pines Inc. Brampton, Canada 51 100 
VoyacEuR INSURANCE CoMPANY Brampton, Canada 100 
Roya Bank Export Finance Co. Lrp. Toronto, Canada 8 100 
RT InvestMENT Manacement Ho pines Ine. Toronto, Canada 20 100 
Roya Bank INVESTMENT MANAGEMENT INC. Toronto, Canada 100 
RT Caprrat MANAGEMENT INc.*** Toronto, Canada 100 
Royat Muruat Funps Inc. Toronto, Canada 100 
Roya Banx Action Direct INc. Richmond Hill, Canada 5 100 
Roya Bank Ho tpine Inc. Toronto, Canada 7,203 100 
RBC Dominion Securities LimrrEep Toronto, Canada 73 
RBC Dominion SecurirTies INc. Toronto, Canada TR 
RBC Dominion SEcuritTIEs CORPORATION New York, U.S.A. 73 
DS Marcit ParTNERSHIP Toronto, Canada 73 
Roya Banx Reatty INc. Montreal, Canada 100 
Royat BANK CapiTaL CorPORATION Toronto, Canada 100 
R.B.C. Hoxpines (BaAHAmMas) LimirEep Nassau, Bahamas 100 
Roya Bank or Canapa Trust Company (BaHAmas) LimITED Nassau, Bahamas 100 
MULTINATIONAL SERvICES (CayMAN) LrmitTEep*** George Town, Grand Cayman 100 
Frnance CorporaTION OF BAHAMAS LIMITED Nassau, Bahamas 75 
Roya Bank oF Canapa (Asra) LimiTrep Singapore 100 
InvestMENT Ho pines (Cayman) Ltp. George Town, Grand Cayman 100 
Roya Bank oF Canapa (BarBapos) LimiTED Bridgetown, Barbados 100 
Royat Bank oF Canapa REINSURANCE (CayMANn) LimiTED George Town, Grand Cayman 2277 100 
Roya Bank or Canapa INSURANCE Company Ltp. Bridgetown, Barbados 100 
RBC Hotpines (USA) Ine. New York, U.S.A. 265 100 
Roya Bank oF Canapa FINANCIAL CORPORATION Bridgetown, Barbados 4 100 
Atvantis Hoxtpincs Limirep Bridgetown, Barbados 297 100 
RBC Finance B.V. Amsterdam, Netherlands 843 100 
Roya Banx or Canapa (Sutsse) Geneva, Switzerland 100 
Roya Bank or Canapa AG Frankfurt, Germany 100 
RBC Ho.pines (Guernsey) Limrtrep Guernsey, Channel Islands 100 
Royat BANK oF Canapa (CHANNEL IsLanps) Limirep Guernsey, Channel Islands 100 
Royar Bank oF Canapa (JEerszy) Limirep Jersey, Channel Islands 100 
Roya Bank or Canapa Ho tpines (U.K.) Limirep London, England 100 
CHANCELLOR INVESTMENTS LimITED London, England 100 
Royar Bank or Canapa Evropr LrmitEp London, England 100 
Roya Banx oF Canapa (IOM) Limitep Isle of Man 100 
RBC Investment ManacEMENT (Asta) Lrmitep Hong Kong 27 Bee 
Roya Trust Banx (Asia) Lrmrrep*** Singapore 100 


« The subsidiaries are incorporated under the laws of the country in which the principal office is situated, except for RT Investment Management Holdings Inc. 

ie incorporated under the laws of Ontario, and RBC Holdings (USA) Inc. incorporated under the laws of Delaware. 
Wh The carrying value (in millions of dollars) of voting shares 1s stated at the bank’s equity in such investments. 

The above-mentioned five subsidiaries have outstanding non-voting shares of which the bank, directly or indirectly, owns 100%. 
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ALLOWANCE FOR CREDIT LOSSES 

The amount deemed adequate by 
management to absorb anticipated 
credit-related losses in the portfolio of 
loans, acceptances, guarantees, letters 

of credit and deposits with other banks 
and derivatives. The allowance is 
increased by specific provisions, the 
country risk provision and general pro- 
visions. It is reduced by write-offs net of 
recoveries and by losses realized on sales 
and exchanges of LDC loans. 


ASSETS UNDER ADMINISTRATION 

AND UNDER MANAGEMENT 

Assets administered and/or managed 
by a financial institution which are 
beneficially owned by clients and are 
therefore not reported on the balance 
sheet of the financial institution. Ser- 
vices provided in respect of assets under 
administration are of an administrative 
nature including safekeeping, collection 
of investment income, settlement of 
purchase and sale transactions, and 
record-keeping. Services provided in 
respect of assets under management 
include the selection of investments and 
the provision of investment advice. 
Assets under management may also be 
administered by the financial institution. 


BANKERS’ ACCEPTANCE 

A bill of exchange or negotiable instru- 
ment drawn by the borrower for 
payment at maturity and accepted by 

a bank. The acceptance constitutes a 
guarantee of payment by the bank and 
can be traded in the money market. 
The bank earns a “stamping fee” for 
providing this guarantee. 


BASIS POINT 
One one-hundredth of a percentage 
point. 


BRADY BONDS 
Securities issued under the terms of the 
so-called “Brady Plan”, named after 
former U.S. Treasury Secretary 
Nicholas Brady. Brady bonds, which 
may be secured in whole or in part by 
USS. Treasury bonds, are issued by less 
developed countries in exchange for 
loans payable to commercial banks. 


CAPITAL RATIOS 
The percentage of risk-adjusted assets 
supported by capital, as defined by 
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the Superintendent of Financial 
Institutions Canada under the frame- 
work of risk-based capital standards 
developed by the Bank for International 
Settlements (BIS). 


COMMITMENTS TO EXTEND CREDIT 
Credit facilities available to clients 
either in the form of loans, bankers’ 
acceptances and other on-balance sheet 
financing, or through off-balance sheet 
products such as guarantees and letters 
of credit. 


CROSS CURRENCY AND INTEREST RATE 
SWAPS 

Derivatives which oblige two parties to 
exchange currencies and/or the related 
interest flows (e.g. fixed rate for floating 
rate) on a specified notional amount 


for a specified period. 


DERIVATIVES 
A derivative is a contract whose value is 
“derived” from interest rates, foreign 
exchange rates, or equity or commodity 
prices. Use of derivatives allows for 

the transfer, modification, or reduction 
of current or expected risks, including 
interest rate, foreign exchange and 
other market risks. The most common 
types of derivatives include interest rate 
and cross currency swaps, foreign 
exchange forward contracts, foreign 
currency and interest rate futures, 
forward rate agreements, and foreign 
currency and interest rate options. 
Derivatives can be transacted either 
through organized exchanges or over- 
the-counter agreements. 


DOCUMENTARY AND COMMERCIAL 
LETTERS OF CREDIT 

Written undertakings by a bank on 
behalf of its customer (typically an 
importer), authorizing a third party (e.g. 
an exporter) to draw drafts on the bank 
up to a stipulated amount under specific 
terms and conditions. Such undertak- 
ings are established for the purpose of 
facilitating international trade. 


FOREIGN CURRENCY AND INTEREST 
RATE FUTURES 

A type of derivative which creates an 
obligation to buy or sell a foreign cur- 
rency or a financial instrument on a 
future date at a specified price estab- 
lished on a commodity exchange. 


FOREIGN CURRENCY AND INTEREST 
RATE OPTIONS 

A type of derivative in which the writer 
grants the purchaser the right, but not 
the obligation; either to buy (call option) 
or sell (put option) at or by a set date, 

a set amount of foreign currency or a 
financial instrument at a set price. 


FOREIGN EXCHANGE SPOT AND 
FORWARD CONTRACTS 

A Foreign Exchange Forward 
Contract, which is a type of derivative, 
is acommitment to buy or sell a fixed 
amount of foreign currency on a future 
specified date at a set rate of exchange. 
A Foreign Exchange Spot Contract 

is acommitment to buy or sell a fixed 
amount of foreign currency for delivery 
within two business days of the contract 
date. 


FORWARD RATE AGREEMENT (FRA) 

A type of derivative which obliges two 
parties to make a cash settlement at a 
future date for the difference between 

a contracted rate of interest and the 
current market rate, based on a notional 
amount. When used as a hedge, an 
FRA protects against future move- 
ments in market interest rates. 


GUARANTEES AND STANDBY LETTERS 
OF CREDIT 

Primarily represent irrevocable assur- 
ances that a bank will make payments 
in the event that its customer cannot 
meet its financial obligations to third 
parties. Certain other guarantees repre- 
sent non-financial undertakings such 
as bid and performance bonds. 


HEDGE 
A risk management technique used to 
insulate financial results from market, 
interest rate, or foreign currency 
exchange risk (exposure) arising from 
normal banking operations. The elimi- 
nation or reduction of such exposures 1s 
accomplished by establishing offsetting 
positions. For example, assets denomi- 
nated in foreign currencies can be offset 
with liabilities in the same currencies or 
through the use of foreign exchange 
hedging instruments such as futures, 
options, or foreign exchange contracts. 
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LONDON INTER-BANK OFFERED RATE 
(LIBOR), BID RATE (LIBID) AND MEAN 
RATE (LIMEAN) 

The interest rates at which banks offer 
to lend funds (LIBOR) and purchase 
funds (LIBID) in the international 
inter-bank market. The average of the 
LIBOR and LIBID is referred to as 
the LIMEAN. 


MARK-TO-MARKET 

Valuation at market rates, as of the 
balance sheet date, of securities and 
derivatives held for trading purposes. 


NET INTEREST INCOME 
The difference between what a bank 
earns on assets such as loans and securi- 
ties and what it pays on liabilities such 
as deposits and subordinated deben- 


tures. 


NON-ACCRUAL LOAN 
A loan placed on a cash basis (i.e. inter- 
est income is only recognized when 
cash is received) because, in the opinion 
of management, there is reasonable 
doubt regarding the collectibility of 
principal or interest. Loans, other than 
credit card balances, are automatically 
placed on a cash basis when a payment 
is 9) days past due, unless the loan is 
well secured and in the process of 
collection. All loans are classified as 
non-accrual when a payment is 

180 days in arrears. 


NOTIONAL AMOUNT 

The contract amount used as a refer- 
ence point to calculate payments for 
derivatives. 


OFF-BALANCE SHEET FINANCIAL 
INSTRUMENTS 

A variety of products offered to cus- 
tomers which fall into two broad 
categories: (i)'credit-related arrange- 
ments which provide customers with 
liquidity protection, and (ii) derivatives, 
which are defined on the previous page. 


PREPAID PENSION COST 

The cumulative excess of amounts 
contributed to a pension fund over the 
amounts recorded as pension expense. 
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PROVISION FOR CREDIT LOSSES 

A charge to income which is added to 
the allowance for credit losses. Specific 
provisions are established to reduce the 
book value of specific assets (primarily 
loans) to estimated realizable values. 

A country risk provision is established 
for possible losses on aggregate loans to 
a group of 52 less developed countries 
designated by the Superintendent of 
Financial Institutions Canada. General 
provisions are established for anti- 
cipated losses on aggregate exposures 
including those in particular industries 
or geographic regions (excluding LDCs) 
where credit losses cannot yet be deter- 
mined on an individual facility basis. 


RETURN ON ASSETS. (ROA) 

Net income expressed as a percentage 
of average total assets. Used, along with 
ROE, as a measure of profitability and 
as a basis for intra-industry perfor- 
mance comparison. 


RETURN ON EQUITY (ROE) 

Net income, less preferred share divi- 
dends, expressed as a percentage of 
average common shareholders’ equity. 


RISK 

Banking involves a number of different 
risks. Credit risk refers to the possibility 
that counterparties to financial instru- 
ments transacted with a bank will be 
unable to discharge their obligations 
under the instruments and cause the 
bank to suffer a loss. Liquidity risk 
refers to potential demands on a bank 
for cash resulting from commitments 
to extend credit, deposit maturities and 
many other transactions. Market risk is 
the risk to future earnings that results 
from changes in interest rates, foreign 
exchange rates, equity and commodity 
prices and the volatility of these rates 
and prices. Interest rate risk refers to 
possible losses resulting from changes 
in interest rates. Rising interest rates 
could, for example, increase funding 
costs and reduce the net interest income 
earned on a fixed yield mortgage port- 
folio. Foreign exchange risk refers to 
possible losses resulting from exchange 
rate movements. A foreign currency 
devaluation, for example, could result 
in losses on an overseas investment. 
Interest rate, foreign exchange and 
other market risks are hedged as far as 


is practical using a variety of financial 
instruments. Operational risk is the 
potential for loss caused by a break- 
down in procedures in transaction 
processing, risk management and 
reporting. 


RISK-ADJUSTED ASSETS 
Used in the calculation of risk-based 
capital ratios. The face amount of lower 
risk assets is discounted using risk 
weighting factors in order to reflect 

a comparable risk per dollar among 

all types of assets. The risk inherent 

in off-balance sheet instruments is also 
recognized, first by adjusting notional 
values to balance sheet (or credit) 
equivalents, and then by applying 
appropriate risk weighting factors. 


SECURITIES LENDING 
Transactions in which a bank acts as an 
agent for the owner of a security, who 
agrees to lend the security under the 
terms of a pre-arranged contract toa 
borrower for a fee. The borrower must 
fully collateralize the security loan at all 
times. There are two types of securities 
lending arrangements, lending with 
and without credit or market risk 
indemnification. In securities lending 
without indemnification, the bank 
bears no risk of loss. For transactions 

in which the bank provides an indem- 
nification, risk of loss occurs if the 
borrower defaults and the value of the 
collateral declines concurrently. 


SECURITIES SOLD SHORT 
Transactions in which the seller sells 
securities it does not own. The seller 
borrows the securities in order to 
deliver them to the purchaser. At a later 
date, the seller buys identical securities 
in the market to replace the borrowed 
securities. 


TAXABLE EQUIVALENT ADJUSTMENT 
An addition to interest income in order 
to gross up the tax-exempt income 
earned on certain securities (primarily 
loan substitute securities) to an amount 
which, had it been taxable at the statu- 
tory rate, would result in the same 
after-tax net income as appears in the 
financial statements. The gross-up of 
such income to a taxable equivalent 
basis permits a uniform measurement 
and comparison of net interest income. 


Joun E. CLecuorn (1987) 

Toronto 

Chairman and Chief Executive Officer 
Royal Bank of Canada 


TueoporeE M. ALLEN (1992) 

Winnipeg 

President and Chairman of the Board 
United Grain Growers Limited 


Sir James Batt (1990) 
London, England 
Professor of Economics 
London Business School 


Jacques Bouciz, o.c. (1991) 

Montreal 

President and Chief Executive Officer 
Alcan Aluminium Limited 


Rosert M. Cutpman (1986) 
Winnipeg 

Chairman 
The Megill-Stephenson Company 
Limited 

Ronatp L. Curr, c.M., F.c.a. (1987) 
Vancouver 

Chairman 


BC Gas Inc. 


GeorceE A. Conon, 0.c. (1988) 

Toronto 

Senior Chairman and Chairman of the 
Executive Committee 

McDonald’s Restaurants of Canada 
Limited 

G.N. (MEL) Cooprr, c.M., 0.8.c. (1992) 
Victoria 

President 

Seacoast Communications Group Inc. 


Prerre Des Marais II (1990) 

Montreal 

President and Chief Executive Officer 
UniMédia Inc. 


Mirzr S. Dosrin, c.M. (1976) 

Westmount 

Chairman and Chief Executive Officer 
DBRN Holdings Ltd. 


Joun R. Evans, c.c., M.D. (1984) 
Toronto 

Chairman 

Torstar Corporation 


Joun T. Fercuson (1990) 

Edmonton 

President and Chief Executive Officer 
Princeton Developments Ltd. 


L. Yves Fortier, c.c., Q.c. (1992) 
Montreal 

Chairman 

Ogilvy Renault 


Tue Hon. PauLte GauTHIER, 

P.C., 0.C., Q.C. (1991) 

Quebec City 

Partner 

Desjardins Ducharme Stein Monast 


ArbEN R. Hayngss, 0.c. (1985) 
Don Mills 
Company Director 


Cuartes H. Knicurt (1083) 
Regina 

Chief Executive Officer 
Denro Holdings Ltd. 


Tue Hon. E. Peter LoucHeen, 
P.C., C.C., Q.C. (1986) 


Calgary 
Senior Partner 
Bennett Jones Verchere 


Ciirrorp S. Maton (1975) 
Toronto 

Vice-Chairman 

United Corporations Limited 


G. Wattace F. McCarn (1986) 
Toronto 
Chairman 


Maple Leaf Foods Inc. 


Dawn R. McK eEac (1978) 
Winnipeg 

President 

Walford Investments Ltd. 


J. Epwarp NEwaA_t, o.c. (1984) 
Calgary 

Vice-Chairman and 

Chief Executive Officer 
NOVA Corporation © 


Rosert B. PETERSON (1992) 
Toronto 
Chairman, President and 


Chief Executive Officer 
Imperial Oil Limited 


Ravpu A. PFEIFFER, JR. (1984) 
Greenwich, CT 

Retired Chairman and 

Chief Executive Officer 

IBM World Trade Corporation 


KennetH C. Rowe, F.c.1.s. (1985) 
Halifax 

Chairman, President and 
Chief Executive Officer 

I.M.P. Group International Inc. 


Guy Satnt-Prerre, 0.¢. (1990) 

Montreal 

President and Chief Executive Officer 
SNC-Lavalin Group Inc. 


Rosert T. Stewart (1988) 
Vancouver 
Company Director 


Autan R. Taytor, 0.c. (1983) 
Toronto 

Retired Chairman and 
Chief Executive Officer 
Royal Bank of Canada 


Joun A. Tory, a.c. (1971) 
Toronto 

Deputy Chairman 

The Thomson Corporation 


* 


AS AT OCTOBER 31, 1995 


SHEELAGH D. Wuittaker (1993) 
Toronto 

President 

EDS Canada 


Victor L. Youne (1991) 
St. John’s, Newfoundland 


Chairman and Chief Executive Officer 
Fishery Products International Limited 


Not standing for re-election 
on March 6, 1996 


The date appearing after the name of each 
director indicates the year in which the 
individual became a director. The term 

of office of each director will expire at 

the next annual meeting, scheduled for 
March 6, 1996 


Since November 1, 1990, the directors have 
held the principal occupations described 
above, except Mr. John E. Cleghorn who, 
prior to January 26, 1995 was President 
and Chief Executive Officer and prior 

to November 1, 1994, was President and 
Chief Operating Officer of the bank, 

Dr. John R. Evans who, prior to 
December 1993, was Chairman of Allelix 
Biopharmaceuticals Inc., Mr. L. Yves 
Fortier who, prior to September 1992, was 
Canada’s Ambassador and Permanent 
Representative to the United Nations, 

Mr. Arden R. Haynes who, prior to 
September 1992, was Chairman and Chief 
Executive Officer of Imperial Oil Limited, 
Mr. G. Wallace F. McCain who, prior to 
April 1995, was President of McCain 
Foods Limited, Mr. J. Edward Newall 
who, prior to September 1991, was 
Chairman and Chief Executive Officer 

of Du Pont Canada Inc., Mr. Robert B. 
Peterson who, prior to September 1992, 
occupied various senior positions with 
Imperial Oil Limited, Mr. Robert T. 
Stewart who, prior to January 1994, 

was Chairman, President and Chief 
Executive Officer of Scott Paper Limited, 
Mr. Allan R. Taylor who, prior to 

January 26, 1995, was Chairman and prior 
to November 1, 1994 was Chairman and 
Chief Executive Officer of the bank 

and Ms. Sheelagh D. Whittaker who, 
prior to November 1993, was President 
and Chief Executive Officer of Canadian 
Satellite Communications Inc. 


To the knowledge of the bank, the direc- 
tors and senior officers, as a group, benefi- 
cially own or exercise control or direction 
over less than 1% of the common shares 

of the bank. None of the directors or senior 
officers of the bank holds shares of its sub- 
sidiaries except where required for qualifi- 
cation as a director of a subsidiary and 
except with respect to RBC Dominion 
Securities Limited. To the knowledge of 
the bank, the senior officers of the bank, 

as a group, beneficially own or exercise 
control or direction over, less than 1.6% 

of the outstanding Class C shares or 0.4% 
of the votes attaching to all outstanding 
voting securities of RBC Dominion 
Securities Limited. 


The bank is required to have an audit 
committee (see page 91). 
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Corporate governance at Royal Bank 


is a system of interrelated principles, 
structures and processes designed to 
enable the Board of Directors to carry 
out its responsibilities in a highly effec- 
tive manner and to assist the board in 
evaluating and improving its perfor- 
mance in doing so. 


The Board of Directors of Royal Bank 
continues to be proactive in adopting 
effective corporate governance pro- 
cesses and industry-leading standards. 
In 1980 and again in 1993, special board 
committees were set up to undertake 
full reviews of the role and functions of 
the Board of Directors and the board’s 
corporate governance practices. The 
recommendations of these committees 
have become a solid base for the devel- 
opment and ongoing improvement of 
Royal Bank’s corporate governance 
system. 


Royal Bank’s corporate governance 
system is discussed below with reference 
to the Bank Act and the Guidelines for 
Improved Corporate Governance of the 
Toronto and Montreal stock exchanges 


(the “Stock Exchange Guidelines”). 


ManpatTE OF THE Boarp 

The mandate of the Board of Directors 
is to supervise the management of the 
business and affairs of the bank. The 
main areas of responsibilities under 
this mandate include enhancing share- 
holder value, reviewing and approving 
the strategic plan and priorities, operat- 
ing plan, capital budget and financial 
goals of Royal Bank group, senior 
management planning and succession, 
and the dividend policy of Royal Bank. 
In addition, the Bank Act prescribes 
specific duties, which include establish- 
ing investment and lending policies, 
standards and procedures, and establish- 
ing certain committees of the Board of 
Directors. Certain of the duties of the 
Board of Directors must be performed 
by the board itself, and certain of its 
other duties have been delegated to 
committees of the board. The mandates 
and memberships of the board com- 
mittees are discussed below. 
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Boarp MEETINGS AND PROCEDURES 
There are ten regularly scheduled 
meetings of the Board of Directors held 
each year. As well, special meetings of 
the board are held as required. The 
directors also periodically attend special 
seminars and hold off-site sessions to 
discuss strategic issues for Royal Bank 


group. 


The Corporate Governance Committee, 
in concert with the Chairman of each 
board committee and the Chairman 
and Chief Executive Officer, develops 

a forward agenda for board meetings 
and makes arrangements with senior 
management for special presentations 
on matters of interest to the Board of 
Directors. The Chairman of each board 
committee normally reports to the full 
Board after each meeting of the com- 
mittee. Prior to each board meeting, the 
directors receive a comprehensive infor- 
mation package including the agenda, 
minutes of the previous meeting, and 
presentations and other materials relat- 
ing to items on the agenda. The board 
utilizes a consent agenda process for 
routine matters in order to free up the 
board’s time for other matters of strate- 
gic importance. 


Boarp ComposITION 

The Bank Act provides that no more 
than two-thirds of the directors may be 
“affiliated” with the bank. “Affiliated” 
persons include an officer or employee; 
a significant borrower; a person who 
controls or is an officer or employee of a 
significant borrower; a person who is an 
officer, partner or employee of, or has a 
substantial investment in, a partnership 
or company that provides goods or ser- 
vices to Royal Bank and whose annual 
billings to the bank exceed 10% of its 
total annual billings; a person whose 
loan from Royal Bank is not in good 
standing or who is a director, officer 

or employee of, or controls, an entity 
whose loan is not in good standing; and 
a spouse of any person who is “affili- 
ated”. Currently, less than one-third 

of the directors are “affiliated” with 
Royal Bank. 


The Stock Exchange Guidelines state 
that a majority of directors should be 
“unrelated”, as that term is defined in 


the Guidelines. In applying the princi- 
ples underlying this definition, the — 
Board of Directors made the determi- 
nation that each director who is “affili- 
ated” (as defined in the Bank Act) with 
Royal Bank would be considered to be 
“related” for the purpose of the Stock 
Exchange Guidelines. The Committee 
also made the determination that the 
former Chairman and Chief Executive 
Officer of the bank would be con- 
sidered to be “related” for a period of 


, 


at least two years following his retire- 
ment date. With respect to the other 
directors who are not “affiliated”, the 
Corporate Governance Committee, 

on behalf of the Board of Directors, 
applied the principles underlying the 
definition of “unrelated” to the circum- 
stances of each of those directors, and 
in each case made an assessment as to 
whether the director was “unrelated” 
or “related”. Based on the results of this 
analysis, the Board of Directors has con- 
cluded that a majority of its directors 
are “unrelated”. 


Boarp EFFECTIVENESS 

The Corporate Governance Committee 
manages the corporate governance 
system of Royal Bank, including the 
methods and processes for board effec- 
tiveness, and monitors the nature and 
format of information provided to the 
Board of Directors by management. 
The committee also reviews periodi- 
cally the effectiveness of the Board of 
Directors and assesses, against selected 
criteria, the performance of individual 
directors standing for re-election. The 
mandate of the Corporate Governance 
Committee is more fully discussed 
below. 


Cone ict oF INTEREST/ RELATED 
Party TRANSACTIONS 

The Bank Act and the Board of 
Directors itself impose requirements 
on the directors regarding conflicts of 
interest and related party transactions. 
Statutory provisions require directors 
to disclose their interest in and refrain 
from voting in respect of material con- 
tracts with Royal Bank. In addition, 
directors and entities in which directors 
and their immediate families have 
substantial investments are “related 
parties” for the purposes of the Bank Act. 


Transactions with “related parties” 
are subject to a comprehensive set of 
rules and are monitored and reviewed 
by the Conduct Review Committee 
of the board. 


Director ORIENTATION PRoGRAM 
An ongoing orientation program has 
been developed for all directors, with 
a focus on the corporate governance 
system, including roles, responsibilities 
and liabilities of directors. Each new 
director of the bank is presented with 
a Director’s Guide and has an opportu- 
nity to meet with senior management 
to discuss the business functions 

and principal activities of Royal Bank 
group. Special seminars on specific 
issues relating to banking and the 
financial services industry environ- 
ment are provided to directors ona 
periodic basis. 


SIZE OF THE Boarp 

The size of the Board of Directors 
reflects the business need for strong 
geographical, professional and industry 
sector representation. At the same time, 
the Board of Directors feels that the 
number of directors should be kept suf- 
ficiently low to facilitate open and effec- 
tive dialogue. The Board of Directors 
has therefore adopted a goal to reduce 
the size of the board from the current 
level of 30 directors to the mid-twenties. 
This goal will be achieved through 
normal attrition over the medium term. 


CHAIRMAN AND 

CuieF ExEecuTive OFFICER 

The positions of Chairman and Chief 
Executive Officer are combined in 
Royal Bank. This is consistent with 
general practices within the banking 
industry in North America. This has 
the advantage of the Chairman of 

the Board of Directors having a more 
detailed knowledge of the business and 
activities of Royal Bank group than 
would be possible in the case of a non- 
executive Chairman. The Board of 
Directors believes that the separation of 
the two offices is not necessary in order 
for the board to act independently of 
management and that the benefits 

of a separation of the positions can be 
achieved through an effective corporate 
governance system. 


At Royal Bank, the corporate gover- 
nance system includes the Chairman of 
the Corporate Governance Committee 
serving as an informal liaison among 
the directors, and between the board 
and senior management, on corporate 
governance matters. As well, following 
meetings of the Board of Directors, the 
Chairman of the Corporate Governance 
Committee chairs meetings of non- 
management directors at which any 
concerns may be freely expressed. 


_ Board policy permits no more than 


two officer-directors, and an officer- 
director may not serve as a member 
of a committee of the board. 


Boarp AUTHORITY AND DELEGATION 
The Board of Directors has passed a 
resolution that deals with authorities 
and delegations of authority within the 
organizational structure of Royal Bank 
group. In addition to those matters that 
must by law be approved by the Board 
of Directors, the directors have reserved 
approval for certain matters to the 
board or the appropriate committee of 
the board and have delegated responsi- 
bility for certain others to management. 


ENGAGEMENT OF OurTsIDE ADVISOR 
The board has adopted a policy that 
enables an individual director to engage 
an outside advisor at the expense of the 
bank with the authority of the Chair- 
man of the Corporate Governance 
Committee or the Chairman and 

Chief Executive Officer. 


SHAREHOLDER FEEDBACK 

Royal Bank maintains an investor 
and shareholder relations department 
which the Board of Directors believes 
is important and highly effective in 
responding to investor inquiries and 
concerns. Every shareholder inquiry 
receives a prompt response from the 
department or an appropriate officer 
of Royal Bank. Members of senior 
management also meet periodically 
with financial analysts and institutional 


investors. 


Boarp CoMMITTEES 
Set out below are descriptions of the 
mandates of the board committees. 


Each committee is composed entirely 


of outside directors, and a majority of 
the directors on each committee are 
“unaffiliated” and “unrelated”. 


Aupit CoMMITTEE 

J.R. Evans 

Sir James Ball, 
R.M. Chipman, L.Y. Fortier, 
A.R. Haynes, G.W.F. McCain, 
R.A. Pfeiffer, Jr. 


CHAIRMAN: 


MEMBERS: 


The Audit Committee reviews matters 
that are prescribed by the Bank Act, 
including annual and quarterly state- 
ments, returns specified by the Super- 
intendent of Financial Institutions, 

and investments and transactions that 
could adversely affect the well-being 

of Royal Bank. It also establishes and 
monitors procedures to resolve conflicts 
of interest, for disclosure of information 
to customers, and for dealing with com- 
plaints. The Committee may, within 
limits prescribed by the Board of 
Directors, authorize and approve 

issues of subordinated indebtedness 


of the bank. 


The Audit Committee, through meet- 
ings with the shareholders’ auditors, 
the chief internal auditor of Royal Bank 
and senior management, monitors the 
effectiveness of the internal control pro- 
cedures and information systems estab- 
lished for the bank. The Committee is 
apprised on a periodic basis by senior 
management of measures implemented 
at Royal Bank to ensure compliance 
with the Canada Deposit Insurance 
Corporation (“CDIC”) Internal Control 
Standards, which includes guidelines 
on information technology controls, 
valuation policies and procedures, 
safeguarding controls, accounting and 
record keeping controls, management 
information systems, and independent 
inspections and audits. The Committee 
also reviews and approves policies 
related to interest rate risk manage- 
ment, liquidity management, foreign 
exchange risk management and capital 
management as provided for in the 
related CDIC Standards. It also reviews 
and approves the Standards Assessment 
and Reporting Program concerning 
adherence to these CDIC Standards. 
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Conpuct Rrevi—Ew COMMITTEE 
C.S. Malone 

T.M. Allen, R.L. Cliff, 
J.T. Ferguson, C.H. Knight, 

R.B. Peterson, K.C. Rowe 


CHAIRMAN: 


MEMBERS: 


The Conduct Review Committee 
ensures that procedures are established 
to review transactions with “related 
parties” of Royal Bank; ensures that 
these transactions meet market terms 
and conditions; and reviews the prac- 
tices of the bank to ensure that any 

of these transactions having a material 
effect on the stability or solvency 


of the bank are identified. 


CorPORATE GOVERNANCE 
COMMITTEE 

A.R. Haynes 

MEMBERS: ele Cliff, P. Des Marais II, 
L.Y. Fortier, P. Gauthier, D.R. McKeag, 
R.T. Stewart, J.A. Tory 


CHAIRMAN: 


The Corporate Governance Committee 
has responsibility for identifying, evalu- 
ating and recommending nominees 

for the Board of Directors, in consulta- 
tion with the Chairman and Chief 
Executive Officer. Nominees for 

the board are selected on the basis of 
individual attributes, including sound 
business judgment, integrity, ability 

to generate public confidence, business 
or professional activity and experience, 
international experience, knowledge of 
local, national and international issues, 
residency and familiarity with a geo- 
graphic region relevant to the bank’s 
strategic priorities. 


The Committee reviews annually the 
credentials of each nominee for re- 
election as a member of the Board of 
Directors, considering his or her con- 
tinued qualification as a director under 
applicable laws, the continued validity 
of the credentials underlying the 
appointment of the director, and an 
evaluation of the effectiveness and per- 
formance of the director. The Com- 
mittee also assesses the performance 

of the Board of Directors as a whole, 
including the committees of the board. 
This assessment is based partly on the 
results of questionnaires completed by 
each director on a periodic basis. 
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The Committee monitors and makes 
recommendations regarding the effec- 
tiveness of the system of corporate gov- 
ernance at Royal Bank, including the 
board program, mandates of board 
committees, and policies governing size 
and composition of the board. The 
Committee also reviews the amount 
and the form of compensation of direc- 
tors from time to time and makes 
recommendations to the Board of 
Directors for appropriate adjustments. 


Human Resources COMMITTEE 
J.E. Newall 

D.R. McKeag, 

R.B. Peterson, R.A. Pfeiffer, Jr., 
R.T. Stewart, J.A. Tory, V.L. Young 


CHAIRMAN: 


MEMBERS: 


The Human Resources Committee is 
responsible for reviewing and approv- 
ing on an annual basis a statement of 
principles and objectives relating to the 
recruitment of qualified and competent 
persons as employees, and the training, 
compensation and evaluation of 
employees; reviewing at regular inter- 
vals the management succession plans 
for the executive officers of Royal Bank; 
reviewing the major compensation poli- 
cies of Royal Bank; recommending to 
the Board of Directors the remunera- 
tion of the Chief Executive Officer, 

the Vice-Chairmen, and certain other 
senior executive officers of Royal Bank 
group; reviewing the bank’s pension 
plan performance; and recommending 
to the Board of Directors all executive 
short and long term incentive compen- 
sation programs. The Committee is also 
responsible for the selection process for 
the Chief Executive Officer of Royal 
Bank and for evaluating annually the 
performance of the Chief Executive 


Officer. 


Pusiic PoLticy COMMITTEE 

G. Saint-Pierre 

MEMBERS: Gory Cohon, G.N. Cooper, 
M.S. Dobrin, J.T. Ferguson, 

P. Gauthier, A.R. Taylor, V.L. Young 


CHAIRMAN: 


The Public Policy Committee reviews 
policies designed to create a positive and 
cohesive corporate image of the bank, 
and to ensure that the bank is discharg- 
ing its social responsibilities effectively. 
The Committee oversees the bank’s 


corporate contributions policies and 

its communications policy, including 
processes for communicating with cus- 
tomers, employees and shareholders. 


Risk Poticy COMMITTEE 

C.S. Malone 

T.M. Allen, R.L. Cliff, 
J.T. Ferguson, C.H. Knight, 

R.B. Peterson, K.C. Rowe 


CHAIRMAN: 


MEMBERS: 


The Risk Policy Committee establishes 
lending and investment policies, stan- 
dards and procedures; monitors signi- 
ficant concentrations of risks across 

a number of portfolio dimensions; 
reviews and monitors the application 
of credit policies to ensure prudent 
credit risk management; reviews loans 
with director involvement; reviews and 
approves policies related to credit risk 
management and securities portfolio 
management; reviews real estate 
appraisal policies in accordance with 
the CDIC Standards; and reviews and 
approves the Standards Assessment 


and Reporting Program concerning 
adherence to the CDIC Standards. 


STRATEGIC ADVISORY COMMITTEE 
J. Bougie 

G.A. Cohon, 

E.P. Lougheed, C.S. Malone, 

J.E. Newall, A:R. Taylor, 

S.D. Whittaker 


CHAIRMAN: 


MEMBERS: 


The Strategic Advisory Committee 
acts in an advisory capacity to manage- 
ment in the review of the strategic 
direction and plans of Royal Bank that 
are presented to the Committee by 
management from time to time. The 
Committee also advises management 
in the planning of the annual strategic 
meeting attended by the directors and 
senior management. 


Group OFFICE 


Joun E. CLEGHORN 
Chairman 

& Chief Executive Officer 
‘Toronto 


J. Emitren Botpuc 
Vice-Chairman & 
Chief Financial Officer 
Montreal 


Gorpon J. FEENEY 
Vice-Chairman 
Toronto 


ANTHONY S. FELL 

Chairman & 

Chief Executive Officer 

RBC Dominion Securities Inc. 
Toronto 


Bruce C. GaLLoway 
Vice-Chairman 
Toronto 


Rosert J. SUTHERLAND 
Vice-Chairman 
Toronto 


BUSINESSES 


BUSINESS BANKING 


CHARLES S. CoFFEY 
Executive Vice-President 
Toronto 


GeorceE A.A. Dickson 
Senior Vice-President 
Product Management 
Toronto 


Ep J. Lunpy 
Senior Vice-President 
Toronto 


R. Douce WILLIAMSON 
Senior Vice-President 
Market Management 
Toronto 


Deporau J. Best 
Vice-President 

Real Estate Banking 
Toronto 


Don E. Biuge 
Vice-President 
Payroll Technologies 
Toronto 


W. Douc CHEYNE 
Vice-President 
Special Loans 
Toronto 


Leo J. Coutas 
Vice-President 

Real Estate Banking 
Toronto 


Co iin R. GaEtz 
Vice-President 

Human Resources Advisor 
Toronto 


RicHarp S. GRANT 
Vice-President 

Real Estate Banking 
Toronto 


Rosert G. Hetsz 
Vice-President 
Commercial Mortgages 
Toronto 


Bruce M. Jonzs 
Vice-President 
Planning, Marketing & 
Network Management 
Toronto 


JonaTHAN R. Lecoc 
Vice-President 

Financial Advisory Services 
Toronto 


Joun J. Murray 
Vice-President 
Agricultural Banking 
Services Canada 
Winnipeg 

Hers IJ. Puixuirrs (Jr.) 
Vice-President 
Product Research 
Toronto 


JACQUES SAYEGH 
President 

RB Capital Corporation 
‘Toronto 


Susan M. SmitrH 
Vice-President 
Knowledge-Based Industries 
Toronto 


ANNE L.B. SuTHERLAND 
Vice-President 

Small & Medium Enterprises 
Toronto 


Joun A. WILLIAMS 
President & 

Chief Executive Officer 
Smart Health Inc. 
Winnipeg 


CARD SERVICES 


Bos M. JunEau 
Senior Vice-President 
Toronto 


JaNE S. FERsHKO 
Vice-President 
Cardholder Services 
Toronto 


FINANCIAL INSTITUTIONS 
AND TRADE 


Jim T. Racer 
Senior Vice-President 
Toronto 


Aan A. BowBYEs — 
Vice-President 
Correspondent Banking 
Toronto 


Rosin B. Gray 
Vice-President 
Trade, Canada 
‘Toronto 


Brernarp L. KruyNE 
Vice-President 
Structured Trade 
Toronto 


G. Atan McNisu 
Vice-President 
Trade, Operations 
Toronto 


Davin S.E. Nose 
Vice-President 
Non-Bank Financial 
Institutions 

Toronto 


INSURANCE 
RBC Insurance Holdings Inc. 


W. James WESTLAKE 
President & 
Chief Executive Officer 


Brampton 


Davin R. Cooper 
Senior Vice-President 
Brampton 


Art L. CHarow 
Vice-President & 
Chief Financial Officer 


Brampton 


W. MicHaet WiLson 
Vice-President 
Corporate Development 
Brampton 


MULTINATIONAL BANKING 


BERNIE SCHRODER 
Executive Vice-President 
Toronto 


Janice, R. FuKakusa 
Senior Vice-President 
Financial Services 
Toronto 


Water Murray 
Senior Vice-President 
Multinational Canada 
‘Toronto 


Gerry B. CETKOvSKI 
Vice-President 

Relational Accounts (Toronto) 
Toronto 


Davin J. Dixon 
Vice-President 
Corporate Finance & 
Loan Syndications 
Toronto 


Mark R. HucHeEs 
Vice-President 
Public Sector 
Toronto 


Marc A. PiGNARD 
Vice-President 
Portfolio Management 
Toronto 


STEPHEN W. WALKER 
Vice-President 
Asset Management 
‘Toronto 


MUTUAL FUNDS 
Royal Mutual Funds Inc. 


Simon Lewis 
President 
Toronto 


Joun W. Licutroor 
Vice-President 
Training 

Toronto 

SaM PaLumMBo 
Vice-President 
Mutual Fund Sales 


Toronto 


PERSONAL FINANCIAL 
SERVICES 


GerorcE F. GAFFNEY 
Executive Vice-President 
Toronto 


Ep Y. Boucarp 

Senior Vice-President 
Deposits 

Montreal 


JupitH M.S. Hat ey 
Senior Vice-President 
Sales 

Toronto 


ANNE LockIE 

Senior Vice-President 
Marketing & Planning 
‘Toronto 


Par A. PALMER 

Senior Vice-President 
Customer Delivery & Quality 
Toronto 


Mike A. BasTIAN 

President & 

Chief Executive Officer 
Royal Bank Action Direct Inc. 
Richmond Hill 


Peter A. Cask 
Vice-President 
Advertising 


Toronto 


ALBERTA G. CEFIs 
Vice-President 

Personal Credit Services 
Montreal 


Katuy L. CoopPer 
Vice-President 

Personal Banker Support 
Toronto 


Barpara J. Harre 
Vice-President 
Affluent Client Project 


Toronto 


Wenpy L. McGrecor 
Vice-President 

Foreign Exchange Services 
Toronto 
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Linpa J. SINCLAIR 
Vice-President 

Human Resources Advisor 
Toronto 


Wenpy Wynn 
Vice-President 
Telephone Banking 


Toronto 


RESIDENTIAL MORTGAGES 


ELIsaBETTA BicsBy 
Senior Vice-President 
Montreal 


TRADING 


Pau A. TayLor 
Executive Vice-President 
Toronto 


Ian A. MacKay 

Senior Vice-President 
Trading 

Americas 

‘Toronto 


J. Davin GipBins 
Vice-President 
Foreign Exchange 
Toronto 


PETER GRIERSON 
Vice-President 
Operations, Systems & 
Technology 


‘Toronto 


Lee KacHroo 
Vice-President 
Capital Markets 


Toronto 


Bryan K. Osmar 
Vice-President 
Money Markets 


‘Toronto 


RicHarp J. SANKEY 
Vice-President 
Treasury — Americas 
Toronto 


ROYAL TRUST 


Tony A. WEBB 
President & 
Chief Executive Officer 


“Toronto 


Grec R. Bricut 

Senior Vice-President 
Wealth Management 
Toronto 


Davin W.S. Duntop 

Senior Vice-President 
Global Securities Services 
Toronto 


Laurent M. Jory 
Senior Vice-President 
Global Private Banking 


‘Toronto 
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Jr D. BreTHouR 
Vice-President 
Risk Management 
Toronto 


WiiuiaM L.C. Cooke 
Regional Vice-President 
Vancouver 


James G. DENT 

Regional Vice-President 
Central Ontario 
‘Toronto 


Joun R. DorKEN 
Regional Vice-President 
Eastern Ontario 

Ottawa 


Ronacp M. Foss 
Vice-President 
Sales & Service 
‘Toronto 


Rosert B. HAMILTON 
Regional Vice-President 
South Alberta 

Calgary 

GLENN A. HIcKLING 
Vice-President & 

Chief Financial Officer 
‘Toronto 


AnseEL E. Hover 
Vice-President 

Human Resources Advisor 
Toronto 


Terry A. JENKINS 
Vice-President 
Western Ontario 
London 


RicHarp R. Martin 
Regional Vice-President 
Quebec 

Montreal 


Norma J. Mayer 
Vice-President 
Pensions & Insurance 
‘Toronto 


Peter F MacKenzir 
Vice-President 

Canada 

‘Toronto 

Ivor E.R. Mitts 

Regional Vice-President 
Victoria 

Tim M. NExson 
Vice-President 

Global Plus Project 
Toronto 

Tom C. Srars 

Managing Director 
Global Custody 

London 

Mary C. TayLor 
Vice-President 

Sales & REL Management 
‘Toronto 


Scorr C. WEYMAN 
Vice-President 

Latin America, Caribbean & 
U.S.A., Miami 


ROYAL TRUST INVESTMENT 
MANAGEMENT 


B. Ler BENTLEY 
President & C.E.O. 


Toronto 


Marx L. ArTHUR 

President & Chief Investment 
Officer 

Royal Bank Investment 
Mgmt Inc. 


Toronto 


Timorny K. GrirFin 
President 

RT Capital Management 
Toronto 


RBC DOMINION 
SECURITIES INC. 


ANTHONY S. FELL 
Chairman & 
Chief Executive Officer 


Toronto 


Bryce W. Douc tas 
Deputy Chairman 
Toronto 


W. Reay Mackay 
President & 

Chief Operating Officer 
Toronto 


RBC DOMINION 
SECURITIES CORPORATION 


Gorpon M. RitcHI£E 
President & 
Chief Executive Officer 
New York 


RBC DOMINION SECURITIES 
INTERNATIONAL LIMITED 


Coin STURGEON 
Managing Director 
London 


RBC DOMINION 
SECURITIES INC. 

TOKYO REPRESENTATIVE 
OFFICE 


TAKASHI OHTAKE 
Vice-President & Director 
Tokyo 


GEOGRAPHIES — CANADA 


ALBERTA 


Davin N. KitcHen 
Senior Vice-President & 
General Manager 
Calgary 

Brit B. Berven 
Vice-President 


Alberta North 
Edmonton 


Curis L. Fone 
Vice-President ; 
Oil & Gas/Business Banking 
Calgary 


Bruce A. MacKenzie 
Vice-President 
Alberta South 
Calgary 

Parricia J. McLaren 
Vice-President & Area 
Manager 

Calgary Central 
Calgary 

Norman D. Tower 
Vice-President 
Risk Management 
Calgary 


ATLANTIC 


Cray J. CoveypuckK 
Senior Vice-President & 
General Manager 
Halifax 


W. Jor GILLIs 
Vice-President 
Nova Scotia & P.E.I. 
Halifax 


Tan R. McFappEn 
Vice-President 

Business Banking 

Metro Halifax/Dartmouth 
Halifax 


Kir E. Payn 
Vice-President 
New Brunswick 
& Area Manager 
Saint John 

Saint John 


D. Sam WALTERS 
Vice-President 
Newfoundland & Labrador 
& Area Manager 

St. John’s 

St. John’s 


BriTisH COLUMBIA 
& YUKON 


Rop S. PENNycooK 
Senior Vice-President & 
General Manager 
Vancouver 


Ron J.J. CATHcarT 
Vice-President 
Risk Management 
Vancouver 


Gorvon D. Hawxke 
Vice-President 
Multinationals 
Vancouver 


Brap H. Lampert 
Vice-President 
Business Banking 
Vancouver 


H. Anne Lippert 
Vice-President & 

Area Manager 

Vancouver Downtown/West 
Vancouver 


CuHar ie S. MitBury 
Vice-President 
Vancouver 


J. Brtan REYNoLps 
Vice-President & 
Area Manager 
Greater Victoria 
Victoria 


Art E. Rosin 
Vice-President & 
Area Manager 

B.C. North & Yukon 
Prince George 


Mixe K. Taytor 
Vice-President 
Business Banking 
Vancouver 


MANITOBA 


Dennice M. Leanery 
Senior Vice-President & 
General Manager 

- Winnipeg 

Bit D. BannisTER 
Regional Vice-President 
Winnipeg 

Harry O. BENSLER 
Vice-President 
Business Banking 
Winnipeg 


METROPOLITAN 
‘ToRONTO 


A. Rocer Creasor 

Senior Vice-President & 
General Manager 
Toronto 


Gorpon C. APPLETON 
Vice-President 
Business Banking 
Metro West 


Brair L. Boyp 
Vice-President 
Vaughn/York Region 


Nogt V. Curran 
Vice-President 
Corporate Accounts 
Business Banking 


Gerry M. GARTNER 
Vice-President 

Business Banking 

Central Toronto/North York 


Jenny L. Goutp 
Vice-President 
Scarborough/Durham Region 


Donacp A.B. GraHaM 
Vice-President 

Risk Management 
Metro Toronto 


Jack R. Kiassen 
Vice-President 


Personal Financial Services 
Metro West 


Ross A. McDona.p 
Vice-President 
Business Banking 
Toronto Core 


Wa ter T. Moopie 
Vice-President 

Real Estate Markets 
Business Banking 


JENNIFER A. Tory 
Vice-President 

Personal Financial Services 
Central Toronto/North York 


Jackie L. Turrin 
Vice-President 

Personal Financial Services 
‘Toronto Core 


ONTARIO 
(OUTSIDE TORONTO) 


Pam G. Pirz 

Senior Vice-President & 
General Manager 
Burlington 


CHARMAINE A. AUBUT 
Vice-President 

Personal Financial Services 
Golden Horseshoe 


Burlington 


D’Arcy A. DELAMERE 
Vice-President 
Sales & Service 
Burlington 


JaKE DrieEDGER 
Vice-President 

Risk Management, Ontario 
Burlington 


Rocer C. Frencu 
Vice-President & Manager 
Business Banking Centre 
Burlington 


Morten N. Frus 
Vice-President & Manager 
Business Banking Centre 
Ottawa 


Gorpikz T. MacKEnzIE 
Vice-President 
London & Area 
London 


Frank L. McAuLey 
Vice-President 

Personal Financial Services 
West & Northwest 
Burlington 


Douc R. McLENNAN 
Vice-President 

Personal Financial Services 
East & Northeast 
Burlington 


E. Gay MircHELi 
Vice-President 
Business Banking 
Burlington 


Mike F. PHELan 
Vice-President & Manager 
Ottawa Centre Area 
Ottawa 


Bos E.M. SmitH 
Vice-President & Manager 
Business Banking Centre 
Kitchener 


QUEBEC 

BUSINESS BANKING 
Micwuaet L. Turcorre 
Senior Vice-President 
Montreal 


Joun P. BELAND 

Vice-President 

Multinational & Public Sector 
Montreal 


JacquEs J. BERGERON 
Vice-President 
Risk Management 
Montreal 


GeorcEs R. BERNARD 
Vice-President 
Business Banking 
Quebec East 
Quebec City 


Martin BLoom 
Vice-President 
Business Banking 


Quebec West 
Montreal 


M.A. Réat MimeauLt 
Vice-President & Manager 
Business Banking 
Downtown Montreal 
Montreal 


Duarte M. Miranpa 
Vice-President 
International Trade, Quebec 
Montreal 


CraupeE J.G. SaBouRIN 
Vice-President 
Marketing 
Montreal 


PERSONAL FINANCIAL 
SERVICES 


J.A. Rotanp Guay 
Senior Vice-President 
Montreal 


Jean-Marc M. pe MonDEHARE 
Vice-President & 

Area Manager 

Quebec City 


Sam L. DonorrRiIo 
Vice-President 
Marketing 
Montreal 


Marte R. Lacroix 
Vice-President & 
Area Manager 
Montreal Downtown 
Montreal 


Jacques D.J. SPENCER 
Vice-President 
Quebec West 
Montreal 


SASKATCHEWAN 


Gorp G. TaLLMANn 

Senior Vice-President & 
General Manager 

Regina 

Dave F. DarLinc 
Vice-President 
Saskatchewan North & West 
Area Manager 

Saskatoon 


Barriz C. STEWART 
Vice-President 
Saskatchewan South East ~ 
Area Manager 

Regina 


All of the officers of the bank have 
been engaged for more than five 
years in various capacities in the 
affairs of the bank, Royal Trust and 
their affiliates except J.D. Brethour, 
who prior to September 1992 was 
Vice-President, Retail Lending, 
National Trust, Toronto; B.P. Davies, 
who prior to May 1994 was 
Vice-president, Business Affairs & 
Chief Administration Officer, 
University of Toronto; R.G. Heisz, 
who prior to June 1992 was Vice- 
president, Mortgages Lending, 
National Trust, Toronto; 

S.B. Labarge, who prior to April 1995 
was Deputy Superintendent, 
Deposit-Taking Institutions Sector, 
Office of the Superintendent of 
Financial Institutions, Ottawa; 

J.A. Lamont, who prior to August 
1995 was Director, Policy Support, 
Office of the Superintendent of 
Financial Institutions, Toronto; 

M.F. Leroux, who prior to July 1995 
was a Partner & Associate with 
Caron, Belanger, Ernst & Young, 
Montreal; R.R. Martin, who prior to 
March 1991 was President & Chief 
Executive Officer, Capital Trust, 
Montreal; J. McCallum, who prior to 
June 1994 was Dean, Faculty of Arts, 
McGill University, Montreal; 

L.G. Moulds, who prior to August 
1994 was President, Globe Realty 
Management Company, Toronto; 
H.M. Pearson, who prior to July 1993 
was a Director General with the 
Federal Government, Ottawa; 

E.K. Weir, who prior to September 
1993 was a Senior Partner with 
McMillan Binch, Toronto; 

W.J. Westlake, who prior to January 
1995 was Vice-president & Chief 
Operating Officer, Metropolitan Life 
Insurance Company, Toronto; 

W.M. Wilson, who prior to August 
1995 was a Vice-president with 
Metropolitan Life Insurance 
Company, Toronto; and W. Wynn, 
who prior to November 1993 was 
with Canadian Depository for 
Securities Limited, on secondment 
to the Canadian Group of Thirty 
Working Committee as Project 
Director. 
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GEOGRAPHIES — 
INTERNATIONAL 


ASIA 


J. PHit W. BrewsTER 
Senior Vice-President & 
General Manager 
Singapore 


CHINA 


R. Winc Morse 
Vice-President & 


General Manager 
Shanghai 


HONG KONG 


STEPHEN R. KamMpeErs 
Vice-President & 
General Manager 
Hong Kong 


Tim P. Gress 
Vice-President 

Global Private Banking 
Hong Kong 


JAPAN 


Brit J. Nosie 
Vice-President & 
General Manager 
Tokyo 


KOREA 


Barry LAMONT 
Vice-President & 
General Manager 
Seoul 


SINGAPORE 


Gera_p J. Lipman 
Vice-President 

South East Asia & 
General Manager 
Singapore 

NaresH Karnick 
Vice-President 

Risk Management, Asia 
Singapore 


TAIWAN 


D. Boyp TorpHam 
Vice-President & 
General Manager 
Taipei 


CARIBBEAN 


BAHAMAS & CAYMAN ISLANDS 
Davip C. GALE 

Vice-President 

Nassau, Bahamas 
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BARBADOS & 
EASTERN CARIBBEAN 


C. Douc MaLoney 
Vice-President 
Bridgetown, Barbados 


EUROPE 


Ronatp E. STANLEY 
Senior Vice-President & 
General Manager 
London 


Martin G. Kurnesick 
Senior Vice-President 
Trading — Europe/Asia 
London 


Puit M. Cutts 
Vice-President 

Finance & Administration 
London 


STEPHEN R. DoucLas 
Vice-President 
Multinational 
London 


S. Guy A. SCAMMELL 
Vice-President 

Financial Institutions & Trade 
London 


CHANNEL ISLANDS 


Tim J. BETLEY 
Vice-President 
Global Private Banking 


Guernsey 


Micwaet J. Lacopoutos 
Vice-President 

Global Private Banking 
Jersey 


SWITZERLAND 


Tom H. Emcu 
Vice-President 

Global Private Banking 
Switzerland & Austria 
Geneva 


GERMANY 


Pau W. SmitH 
Vice-President 
Multinational — Germany, 


Central/Eastern Europe 
Frankfurt 


FRANCE 


HucueEs A. pr GuitrautT 
Vice-President & 
General Manager 


RBC Europe Ltd. 
Paris 


TREASURY 


Davin J. BarNETT 
Vice-President 
Trading 
London 


Joun W. BurBipcE 
Vice-President 
Treasury Operations 
Europe & Asia 
London 


GraHaM M. McDona.p 
Vice-President 
Corporate Services 
Europe & Asia 
London 


Mexico 


Pau FrisER-FREDERIKSEN 
Vice-President 
Mexico City 


UiSia4 


Davin L. Ropertson 
Senior Vice-President & 
General Manager 

New York 


Joun R. Groves 
Vice-President 
New York 


Disco S. GiurRLEO 
Vice-President 
New York 


Tom L. GLEASON 
Vice-President 
New York 


Ray S. CHANG 
Vice-President 
Chicago 

Brian F. Lecco 
Vice-President 
Los Angeles 


FuNcTIONS 


CORPORATE AFFAIRS 


Bryan P. Davies 
Senior Vice-President 
‘Toronto 


Davin M. Moorcrorrt 
Vice-President 
Public Affairs & 


Corporate Communications 


Toronto 


Briarr R. McRosie 
Vice-President 

Corporate Contributions & 
Executive Director 
Charitable Foundation 
Toronto 


J. ANNE Lamont 
Vice-President 
External & Government 


Affairs 
Toronto 


CORPORATE SECRETARY 


Jane E. Lawson 

Senior Vice-President & 
Secretary 

Montreal 


Georces H. DessauLLes 
Vice-President 
Corporate Compliance 
Toronto 


CORPORATE TREASURY 


Suzanne B. LaBaRGE 
Executive Vice-President 
Toronto 


Bryan P. GriFFITHS 
Senior Vice-President 
Funding, Liquidity & 
Portfolio Management 
Toronto 


Davin W. DouGHERTY 

Senior Vice-President 
Trading Risk Management 
Toronto 


GLENN C. BiayLock 
Vice-President 

Liquidity & Funding 
Toronto 

C. Herve Leune 
Vice-President 

Market Risk Analytics/Policy 
Toronto 


Davin H. Loucks 
Vice-President 
Asset/Liability Management 
‘Toronto 


FINANCE 


Monique F. Leroux 
Senior Vice-President 
Montreal 


MicHart Conway 
Vice-President & 
Chief Accountant 
Montreal 


Mrixe P. Harvie 
Vice-President 
Corporate Businesses — 
Finance 

‘Toronto 


Norman LicHtT 
Vice-President 
Finance 
Montreal 


Tim C. Morris 
Vice-President 
Taxation 
Montreal 


Joun H. SHaw 
Vice-President & 
Comptroller 
Montreal 


Rosert THomas 
Vice-President 
Financial Reporting 
Montreal 


Resecca R. TREMBATH 
Vice-President 
O.R.S. Finance 
Toronto 


HUMAN RESOURCES 


Jim J. GANNON 

Senior Vice-President 
Human Resource 
Development 
Toronto 


Peter H. Tucker 
Senior Vice-President 
Compensation & 
Organization 
Toronto 


ErLeen V. Barro 
Vice-President 

Human Resources Advisor 
Corporate Functions 
‘Toronto 


Ken W. Exsie 
Vice-President 
Executive Resources 
Toronto 


Jim C. Wauz 
Vice-President 
Quality 
Toronto 


INTERNAL AUDIT SERVICES 


JoHN Merriam 

Senior Vice-President & 
Chief Internal Auditor 
Toronto 


Rick G. CocHRANE 
Vice-President 
Business Banking & 
Credit Risk Audit 
Toronto 


Jim Ho.Lianp 
Vice-President 
Information Technology 
Audit 

Toronto 


Ourivier H. Lecat 
Vice-President 
Treasury & Investment 
Banking Audit 
Toronto 


Boyp C. MarsHALL 
Vice-President 

Finance & Accounting Audit 
Toronto 


LAW 


Tep K. WEIR 

Senior Vice-President & 
General Counsel 
Toronto 


SaraH J. AZZARELLO 
Vice-President & 
Associate General Counsel 
Montreal 


OMBUDSMAN 


VERNE G. McKay 
Senior Vice-President 
Toronto 


OPERATIONS & SERVICE 
DELIVERY 


Don A. BEerarDINUCCcI 
Executive Vice-President 
Toronto 


Haro p E: Exsre 
Senior Vice-President 
Operations 

Toronto 


Prerre LeBrRuN 

Senior Vice-President 
Network Planning & 
Development 
‘Toronto 


Rospert H. Ay-warp 
Vice-President 
Mondex 

Stored Value Card 


Toronto 


At M. Brecker 
Vice-President 
Implementation & 
Operational Support 
Toronto 


MicuHe.ine Lessarp 
Vice-President 
Quebec Processing & 
Operations Centre 
Westmount 


Frank G. MacDona.p 
Vice-President 
Payments Policy 
Toronto 


Bos R. PELLETIER 
Vice-President 
Operational Initiatives 
Toronto 


Suresu G. THAKRAR 
Vice-President 
Process Reviews 
Toronto 


GraHaM J. WESTERN 
Vice-President 
Ontario Processing & 
Operations Centre 
Toronto 


REAL ESTATE OPERATIONS 


Ron A. Masieck 
Senior Vice-President 
Toronto 


Larry G. Moutps 
Vice-President 

Real Estate Operations 
Toronto 


Bos H. Riviere 
Vice-President 
Environmental Management 
Systems 

‘Toronto 


RISK MANAGEMENT 


Morray A. CorLett 
Executive Vice-President 
Toronto 


Norm C. AcHEN 
Senior Vice-President 
‘Toronto 


Bos G. Hari 
Senior Vice-President 
‘Toronto 


Joun Mc Cattum 

Senior Vice-President & 
Chief Economist 
Toronto 


Geza P.Z. TATRALLYAY 
Senior Vice-President 
Risk Policy 


Toronto 


FRANCINE P. BLacKBURN 
Vice-President 
Market Risk Policy 
Toronto 


E.M. Jane Davis 
Vice-President 
Toronto 


Eric D. Ferguson 
Vice-President 
Toronto 


Bruce H. FinpLay 
Vice-President 
Toronto 


Ken W. Harrison 
Vice-President 
‘Toronto 

Mary R. KELLER 
Vice-President 
‘Toronto 

Rosyn J. Kwiat 
Vice-President 
‘Toronto 

Git M. LorEenson 
Vice-President 
‘Toronto 
GraHaM R. MacLacHLan 
Vice-President 
Toronto 


Linpa M. Murrer 
Vice-President 
Credit Policy 
Toronto 


Mary Prevost 
Vice-President 
‘Toronto 


Ray H. THornton 
Vice-President 
Toronto 


Frep J. VANNI 
Vice-President 
Toronto 


Kurt A. von DEM HacEen 
Vice-President 
Portfolio Management 
Toronto 


STRATEGIC DEVELOPMENT 


Don S. WELLs 
Executive Vice-President 
Montreal 


Guy D. Bé .isLe 
Vice-President 
Montreal 


Hivary M. Pearson 
Vice-President 
Montreal 


SYSTEMS & TECHNOLOGY 


Ken A. SMEE 
Executive Vice-President 
Toronto 


Pam A. ANDERSON 
Vice-President 

Business Planning & 
Technology Management 
Toronto 


J. Douc Drxon 
Vice-President 

Personal Banking Systems 
Toronto 


Joun REITSMA 
Vice-President 
Computer & Network 
Services 

‘Toronto 


Joun K. TRuMAN 
Vice-President 

Corporate Business Systems 
Toronto 


Mike H. VEtsu1 
Vice-President 
Technology Planning & 
Development 

Toronto 
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INCORPORATION 

Royal Bank of Canada (the “bank”) is a 
Schedule I bank under the Bank Act, 
and the Act is its charter. 


The head office is located at Royal 
Bank of Canada Building, | Place Ville- 
Marie, Montreal, Quebec, Canada. 


PROPERTY 

At October 31, 1995, the bank owned 
premises occupied by 528 branches and 
offices and leased premises occupied by 
1,042 branches and offices. The bank 
also owns eight central processing 
centres across Canada and major office 
complexes in Toronto and Ottawa. At 
October 31, 1995, the net book value of 
land and buildings worldwide totalled 
$946 million or 0.5% of total assets. 


GovERNMENT REGULATION 
BUSINESS AND INVESTMENTS 

Except as authorized under the Bank 
Act (Canada) (the “Bank Act”), a bank 
may not engage in any other business 
than the business of banking or such 
business generally as appertains to the 
business of banking. The business of 
banking includes the provision of any 
financial service, acting as a financial 
agent, providing investment counselling 
services and portfolio management 
services, and issuing payment, credit or 
charge cards and operating a payment, 
credit or other charge card plan. 


Subject to specific exceptions, the 

Bank Act limits a bank to ownership 

of voting shares carrying 10% of the 
voting rights attached to all outstanding 
voting shares of a body corporate, and 
to 25% of the shareholders’ equity in 
any body corporate or 25% of the own- 
ership interests in any other entity. The 
Bank Act permits controlling and, in 
certain circumstances, non-controlling 
investments in Canadian banks, trust or 
loan companies, insurance companies, 
cooperative credit societies, entities pri- 
marily engaged in dealing in securities 
(including portfolio management and 
investment counselling), in foreign 
institutions which are engaged in the 
trust, loan or insurance business, the 
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business of a cooperative credit society 
or the business of dealing in securities 
or otherwise engaged primarily in the 
business of providing financial services, 
and in factoring, financial leasing, spe- 
cialized financing and financial holding 
corporations. The Bank Act also permits 
investment, in some cases only with the 
approval of the Minister of Finance of 
Canada (the “Minister”), in information 
services, investment counselling and 
portfolio management, mutual fund, 
mutual fund distribution, real property 
brokerage, real property and service 
corporations. 


BANK SUPERVISION — CANADA 
The Superintendent of Financial 
Institutions (the “Superintendent”) 

is responsible to the Minister for the 
supervision of both banks and federally 
regulated non-bank financial institu- 
tions. The Superintendent must, at least 
once a year, examine the affairs and 
business of each chartered bank for the 
purpose of determining whether the 
provisions of the Bank Act are being 
duly observed and that the Bank is in 
sound financial condition, and report 

to the Minister. 


A bank must make periodic returns to 
the Minister and the Bank of Canada. 


Where the Superintendent is concerned 
about an unsafe course of conduct or 

an unsound practice in conducting the 
business of a bank, the Superintendent 
may direct a bank to refrain from a 
course of action or to perform acts 
necessary to remedy the situation. The 
Bank Act also gives the Superintendent 
the power, in certain circumstances, to 
take control of the assets of a bank. 


The Bank Act requires a bank to main- 
tain adequate capital and adequate 

and appropriate forms of liquidity and 
empowers the Superintendent to direct 
a bank to increase its capital or to 
provide additional liquidity. Regulatory 
capital requirements have been imple- 
mented through guidelines issued by 
the Superintendent. 


The federal statute applicable to the 
Bank’s federally chartered loan and 
trust company subsidiaries, and certain * 
provincial statutes applicable to these 
subsidiaries, apply capital adequacy, 
liquidity and investment standards to 
the global operations of these sub- 
sidiaries. These statutes also restrict 
transactions between loan and trust 
subsidiaries and related parties, includ- 
ing officers, directors, shareholders and 
affiliates. Other provincial statutes have 
varying degrees of application to sub- 
sidiaries engaged in dealing in 
securities. 


BANK SUPERVISION — OUTSIDE CANADA 
Outside Canada, the bank’s branches, 
agencies and subsidiaries are subject 

to the regulatory requirements of the 
jurisdictions in which they operate. The 
bank’s operations in the United States 
are regulated under U.S. federal and 
state law. 


RESTRICTIONS ON SHARE 
OwNneERSHIP AND VOTING 

The Bank Act prohibits any person from 
having a “significant interest” in any 
class of shares of the bank, that is, from 
beneficially owning more than 10% of 
the outstanding shares of the class either 
directly or through controlled entities. 
The Bank Act also prohibits the regis- 
tration of a transfer or issue of any 
shares of the bank to Her Majesty in 
right of Canada or of a province or any 
agent or agency of Her Majesty in 
either of those rights, or to the govern- 
ment of a foreign country or any 
political subdivision, agent or agency. 


The Bank Act prohibits any person 
from exercising voting rights attached 
to shares beneficially owned by Her 
Majesty in right of Canada or of a 
province or any agent or agency of Her 
Majesty in either of those rights, or by 
the government of a foreign country 
or any political subdivision, agent 

or agency. 


DocuMENTS INCORPORATED BY REFERENCE 
Additional items comprising the bank’s annual information form are disclosed in portions of this Annual Report and are 


incorporated by reference as set out below. 


r 
ITEM 


REFERENCE 


Principal subsidiaries 
General development of the business 


Non-accrual loans 

Interest income from non-accrual loans 
Restructured loans 

Foreign loans 

Allowance for credit losses 

Mortgage operations 

Employees 

Cash dividends 


Selected consolidated financial information 


Quarterly financial information 
Dividend policy 

Management's discussion and analysis 
Market for securities of the bank 
Directors 

Officers 


Narrative description of business and competitive conditions 


page 86 


page 9 
pages 10-22 


Note 1, page 64; Table 16, page 44 


Note 4, pages 68-69 
Note 4, pages 68-69 
Table 14, page 42 
Note 5, page 70 


Table 3, page 28; Table 16, page 44; Table 18, page 46 


page 3 

page 3; Note 11, page 73 
page 3 

page 84 

page 26 

pages 23-58 

page 100 

page 89 

pages 93-97 


ADDITIONAL INFORMATION 
Additional information, including 
directors’ and officers’ remuneration 
and indebtedness, principal holders of 
securities, options to purchase securities, 
and interests of insiders in material 
transactions is contained in the bank’s 
information circular for its most recent 
annual meeting of shareholders. 
Additional financial information is 
provided in the bank’s comparative 
financial statements for the year ended 


October 31, 1995. 


The bank will provide to any person, 
upon request to the Manager of 
Investor and Shareholder Relations at 
the bank’s corporate headquarters, a 
copy of this annual information form 
and any documents incorporated by 
reference, a copy of the comparative 
financial statements for the year ended 
October 31, 1995 together with the 
accompanying report of the auditors, a 
copy of any interim financial statements 
subsequent to the financial statements 
for the year ended October 31, 1995, 
and a copy of any other documents 
incorporated by reference in a prelimi- 
nary short form prospectus or short 
form prospectus if securities of the 
bank are in the course of a distribution. 
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CorPORATE HEADQUARTERS 


STREET ADDRESS: 
1 Place Ville Marie 
Montreal, Quebec, 

Canada 

Telephone: (514) 874-2110 
Fax: (514) 874-7197 

Telex: 055-61086 

Internet Address: 
http://www. royalbank.com/ 


MAILING ADDRESS: 
Royal Bank of Canada 
P.O. Box 6001 
Montreal, Quebec 
Canada, H3C 3A9 


Stock ExcHANGE LIsTINGs 
(Symbol: RY) 

COMMON SHARES LISTED ON: 
CANADA: 

Montreal, Toronto, Vancouver, 
Winnipeg and Alberta Stock 
Exchanges 

BS 

New York Stock Exchange 
SWITZERLAND: 

Basel, Geneva and Zurich 
Stock Exchanges 

Wek 


London Stock Exchange 


All Preferred shares, except Series C 
and D, are listed on the Toronto and 
Montreal Stock Exchanges. Preferred 
shares Series C and D are listed on the 
Alberta Stock Exchange. 


Certain deposit notes and subordinated 
debentures are listed on the London 
and Luxembourg Stock Exchanges and 
are quoted on Reuters. 


Usua DivipEeNpD Dares 


Recorp PayMENT 

DATES DATES 
CoMMON SHARES AND Jan. 24 Feb. 24 
PREFERRED SHARES Apr. 24 May 24 
sERIES C, D, H, I, Jul. 24 Aug. 24 
Janno K Oct. 24 Nov. 24 


PREFERRED SHARES 


Second week Last trading 


of Jan., Apr, day of Jan., 
Jul. and Oct. Apr. Jul. 


sERIES F anp G 


and Oct. 
PREFERRED SHARES Last trading 12th day of 
SERIES E day of each the following 
month month 
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VALUATION Day PRIcE 

For capital gains purposes, the Valuation 
Day (December 22, 1971) cost base for 
the bank’s common shares, adjusted for 
prior stock splits, is $7.38 per share. 


TRANSFER AGENT AND REGISTRAR 
MAIN AGENT 

Montreal Trust Company of Canada 
MAILING ADDRESS: 

P.O. Box 890, 

Station “B” 

Montreal, Quebec 

Canada, H3B 3K5 


STREET ADDRESS: 
1800 McGill College Avenue 
Montreal, Quebec 

Canada, H3A 3K9 
Telephone: (514) 982-7555 
Fax: (514) 982-7635 

Telex: 055-61286 


CO-TRANSFER AGENTS (CANADA) 


Montreal Trust Company of Canada 


1465 Brenton St., 
5th Floor, 
Halifax, N.S. B3J 3S9 


151 Front Street W. 
8th Floor 
Toronto, Ont. M5J 2N1 


Western Gas Tower 
530 — 8th Avenue S.W. 
6th Floor 

Calgary, Alta. T2P 3S8 


1778 Scarth Street 
Regina, Sask. S4P 2G1 


Mezzanine Level 
200 Portage Avenue 
Winnipeg, Man. R3C 3X2 


510 Burrard Street 
Vancouver, B.C. V6C 3B9 


CO-TRANSFER AGENT (U.S.A.) 


The Bank of New York 
101 Barclay Street 
New York, N.Y. 10286 


CO-TRANSFER AGENT 
(UNITED KINGDOM) 


The Royal Bank of Scotland ple 
Securities Services — Registrars 
P.O. Box No. 82, Caxton House 
Redcliffe Way, Bristol, England 
BS99 7NH 


INSTITUTIONAL INVESTOR, BROKER 
AND SECURITY ANALYST CONTACT 
Institutional investors, brokers and 
security analysts requiring financial 
information should contact the 
Manager, Investor and Shareholder 
Relations, by writing to the bank’s 
corporate headquarters, or by calling 
(514) 874-5022 or by faxing 

(514) 874-7197. 


SHAREHOLDER CONTACT 

For change of address, shareholders 
are requested to write to the bank’s 
transfer agent, Montreal Trust 
Company of Canada at their mailing 
address, and for dividend information 
and estate transfers, shareholders are 
requested to call the Transfer Agent 
at (514) 982-7555. 


Other shareholder inquiries may be 
directed to our Shareholder Relations 
Department, by writing to the bank’s 
corporate headquarters or by calling 


(514) 874-5012. 


Shareholders may have their dividends 
deposited directly to a bank account 

at any financial institution that is a 
member of the Canadian Payments 
Association. To arrange for this, please 
write to Montreal Trust Company of 
Canada at their mailing address. 


Dur icaTte ANNUAL REporTs 

While every effort is made to avoid 
duplication, if securities of the same 
class or series are registered in different 
names or addresses, multiple copies are 
forwarded. Shareholders receiving 
more than one copy are requested to 
write to Montreal Trust Company of 
Canada at their mailing address, so that 
arrangements may be made to avoid 
duplicate mailings. 


ANNUAL MEETING 

Shareholders are invited to attend 
Royal Bank of Canada’s Annual 
Meeting of common shareholders to 
be held at 11:00 a.m. on March 6, 1996 
at the Queen Elizabeth Hotel, 
Montreal, Quebec. 


Information concerning Royal Bank and its activities in 
Canada and abroad may be obtained from the Public Affairs 


Department, at the bank's corporate headquarters. 
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Bibliothéque nationale du Québec 


Copies of the Annual Report 

are available from: 

Royal Bank of Canada 

Investor & Shareholder Relations 
P.O. Box 6001 

Montreal, Quebec 

Canada H3C 3AQ9 

Telephone: (514) 874-5841 

Fax: (514) 874-7197 


This annual report is printed with 
vegetable-based ink, on acid-free paper 
containing recycled material, including 
at least 20% post-consumer waste. 

The entire book is recyclable and the 


glue in the binding is recoverable. 


vs Please recycle 
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Canada 

Telephone: (514) 874-2110 
Fax: (514) 874-7197 
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Internet Address: 
http://www.royalbank.com/ 
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The Royal Bank of Scotland plc 
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Canada and abroad may be obtained from the Public Affairs 


Department, at the bank's corporate headquarters. 
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